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TECHNICAL REPORTS
COMMITTEE ON ACCOUNTING PROCEDURE
To the Council of the
American Institute of Accountants :
Gentlemen : There have been two 
meetings of the new committee on ac­
counting procedure since the last report 
to council. In addition, those members 
of the retiring committee who were pres­
ent at the annual meeting in Miami met 
informally to discuss the objections of 
the chief accountant of the Securities and 
Exchange Commission to Bulletin No. 32, 
Income and Earned Surplus. While no 
pronouncements were made by the new 
committee during that period, Bulletins 
32 and 33, adopted by the old committee, 
were distributed to members; and a let­
ter, reciting the objections of the chief 
accountant of the SEC to Bulletin 32, 
was published in the January 1948 issue 
of The Journal of Accountancy. Bulle­
tin 33, Depreciation and High Costs, 
merely formalizes as a bulletin the 
committee’s release of September 25, 
1947, dealing with the charging to in­
come of provisions for replacement of 
plant facilities and the writing off of 
so-called excessive costs of new facilities.
Subjects discussed by the present com­
mittee during its two meetings included 
depreciation and high costs, “lifo” for 
costing inventories, accountant’s respon­
sibility for appropriations of income, 
disclosures in published financial state­
ments, accounting for stock options, 
certain aspects of reserve accounting not 
yet covered by the committee, past 
service annuities, stock dividends and 
mine accounting. These subjects are en­
gaging the active attention of the re­
search department (with the exception 
of mine accounting) and in some in­
stances are being studied by subcommit­
tees. Each problem is commented on 
more fully under separate captions. The 
committee at its earlier meeting also dis­
cussed several problems that have been 
perplexing the SEC, namely, the propri­
ety of reporting income appropriations 
at the foot of the income statement, the 
practicability and desirability of disclos­
ing replacement values of lifo inventories 
in annual financial statements, and the 
effect on surplus, capital and earned, 
of premium on an exchange of one issue 
of preferred stock for another. Other 
topics which were on the agenda, but, 
which the committee either disposed of 
immediately or did not deem of sufficient 
importance to warrant active considera­
tion at the present time, were the so- 
called streamlined financial statements, 
exchange problems on consolidation of 
foreign subsidiaries, the need for clarifi­
cation of Bulletin 30 (Current Assets and 
Current Liabilities), reorganizations and 
construction contractors’ accounting.
Depreciation and High Costs
The committee issued Bulletin No. 33 
in an attempt to minimize a flood of arbi­
trary charges to costs arising from the 
upward price spiral. It left the door 
open for orderly changes in the depre­
ciation structure for assets having “less 
than normal useful life” on the basis 
of their “economic usefulness.” How­
ever, the bulletin does not satisfy the 
desires of many corporations to provide 
by depreciation charges the amounts re­
quired for the replacement of plants at 
present high costs. With depreciation 
based on a third or a half of present- 
day replacement cost, many corporations 
consider their profits to be unreal and 
feel that their capital investment is being 
taxed away. This problem is one of the 
most serious that business is called upon 
to face, and heavy pressure is being 
exerted upon the accounting profession 
to do something to remove the limitations 
on financial statements which result from 
lack of recognition of the change in 
value of the monetary unit. Study of this 
question is being continued by a subcom­
mittee and by the research department 
for the purpose of clarifying or revising 
Bulletin 33.
Lifo for Costing Inventories
One of the greatest areas of difference 
in accounting treatment is in the method
1
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of valuation of inventories. Since the 
introduction of “lifo,” and its adoption by 
some companies, to a greater or lesser 
degree, questions have arisen in respect 
to the comparability of financial state­
ments of different companies, particularly 
those in the same line of business.
The committee is therefore undertak­
ing a study of “lifo” for the purpose of 
narrowing the differences in accounting 
treatment of inventories, and to answer 
several questions which have been raised. 
One of those questions relates to the need 
for setting up reserves whenever normal 
stocks have been liquidated, either volun­
tarily or involuntarily. Another question 
is tied in with the view that has been 
advanced that “lifo,” when compared to 
“fifo,” represents a different concept of 
income—not simply an assumption as to 
the flow of costs—but rather a matching 
of current costs with related income and 
is accordingly applicable to all types of 
inventories. A third related question is 
whether “lifo” should be confined to the 
material content of the inventory, or 
whether it should also apply to the labor 
and overhead elements in goods-in-process 
and in finished stock. An ancillary ques­
tion is the desirability of getting the 
Treasury Department to extend its recog­
nition of the cost-or-market-whichever- 
is-lower theory to cases where “lifo” is 
used for determining cost.
Accountant's Responsibility for 
Appropriations of Income
The committee is disturbed concerning 
the misuse of financial data in annual 
reports to stockholders and by the in­
vestment services. The figure reported 
as net income is not always used in the 
president’s letter to stockholders and the 
per share earnings reported to stock­
holders too frequently are calculated on 
a “balance transferred to surplus” after 
reserve provisions have been deducted 
from “net income for the year.” Cus­
tomarily the financial services similarly 
report the final figure whether or not it 
is the net income. Although the com­
mittee came to no conclusions, it retained 
the subject on the agenda.
Disclosure in Financial Statements
This problem arose as a result of a 
critical study made by the SEC, and 
issued in 1946, of corporate reports of 
companies not subject to its rules. The 
report was submitted to Congress with 
the recommendation that extension be 
made of the Commission’s authority to 
non-listed companies. The committee’s 
study is not directed toward answering 
charges made by the SEC but to a de­
termination of what constitutes adequate 
disclosure in published financial state­
ments on which an opinion is to be 
rendered. The committee’s attention is 
also directed to whether further exten­
sions of current disclosure are desirable. 
To these ends, two subcommittees were 
appointed. One advised and assisted the 
director of research in preparing a codi­
fication of statements regarding disclosure 
issued by the Institute in the past. It is 
to be published in The Journal as soon 
as the committee members have had an 
opportunity to make suggestions. The 
other subcommittee was appointed to de­
termine whether further standards of 
disclosure are desirable or necessary in 
published financial statements. The sub­
committee presented its report to the 
full committee and recommended that, 
in view of the incompleteness and dis­
connectedness of the items studied, 
consideration should be given to the 
desirability of preparing a fairly com­
prehensive bulletin of essential disclosures 
in financial statements, or a comprehen­
sive statement of the principles govern­
ing such disclosure. This question is now 
being considered by the committee.
Stock Options
The accounting treatment of stock op­
tions issued to officers and employees for 
services has been under consideration by 
the committee ever since it was originally 
constituted. The need for some statement 
by the committee has recently been re­
emphasized by Phillip L. West, director 
of the department of stock list of the 
New York Stock Exchange. There seems 
to be a possibility that this method of
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compensating officers and employees may 
be used increasingly in the future.
The purpose of a pronouncement on 
this subject by the committee is to indi­
cate whether the corporation should 
recognize in its accounts compensation 
resulting from the issuance of stock op­
tions to officers and employees, how the 
amount of such compensation should be 
determined, and the date as of which the 
compensation is to be measured. The 
chief controversy centers around the date 
as of which the value of compensation 
should be measured. One point of view, 
and the one tentatively adopted by the 
committee, is that compensation should 
be valued as of the date when the officer 
or employee becomes legally entitled to 
the option. Another view supports the 
agreement date as appropriate. A state­
ment prepared by the research depart­
ment taking the former view has been 
discussed with officials of the New York 
Stock Exchange and the chief accountant 
of the Securities and Exchange Commis­
sion. It is now being circulated among 
the state societies and other cooperating 
groups for their views.
Certain Aspects of Reserves
The whole subject of reserves has al­
ways been a troublesome one for account­
ants. In the past the committee has dealt 
with various aspects of the problem. In 
1942 and again in 1946 the committee 
dealt with war reserves. More recently 
unusual conditions precipitated the need 
to deal with certain other phases of the 
problem and Bulletins 28, 31, and 33, 
dealing with contingency and inventory 
reserves and reserves for excessive con­
struction costs, were issued. Although 
these bulletins are helpful in narrowing 
the variety of practice, they still leave 
open the further question as to when and 
in what circumstances the word “reserve” 
should be used. Nor do they apply to 
reserves set up for specific contingencies 
other than those mentioned above. The 
committee, therefore, has invited the com­
mittee on terminology to take the use 
of the word “reserve” under considera­
tion, and has instructed the research de­
partment to develop general criteria for 
charges to income for specific contin­
gencies.
As a step in the direction of narrowing 
the difference in practice regarding re­
serves, the committee has agreed that 
when reserves are provided for losses or 
expenses which may be allowable for tax 
purposes in future years but not in the 
current year, taxes should be considered 
as one of the factors in determining the 
reserve required.
Past Service Annuities
The subject of past service annuities 
has been before the committee for a 
number of years. At the time of the 
plan’s inauguration by a corporation the 
problem arises whether payments in re­
spect to past services should be charged 
to surplus or to income. At the present 
time a variety of practice prevails, but 
the trend seems to be definitely toward 
charges to income. Since the benefits of 
past service payments are largely believed 
to apply to the present and the future, the 
trend of the committee’s thinking is 
toward the view that such payments 
should be spread over a term of the 
present and future years. This type of 
employee benefit is becoming increasingly 
important in amount.
Stock Dividends
Accounting Research Bulletin No. 11, 
“Corporate Accounting for Ordinary 
Stock Dividends,” was issued by the 
committee in September 1941. The com­
mittee took a position in that bulletin 
against recognizing income to the cor­
porate recipient resulting from ordinary 
stock dividends. The New York Stock 
Exchange has requested that the commit­
tee reconsider this position in view of 
the belief that unless holding companies, 
investment trusts, and other companies 
are permitted to take up income from 
stock dividends to the extent of the issu­
ing corporation’s capitalization of earn­
ings or earned surplus, the market for 
shares of companies following this prac­
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tice will be restricted and their ability 
to grow through equity financing handi­
capped.
Recently the question has arisen of the 
adequacy of the distinction between a 
stock dividend and a split-up as those 
terms are defined by the bulletin. Both 
of these questions are now being consid­
ered by a subcommittee for the purpose 
of drafting a possible amendment to 
Bulletin 11.
Mine Accounting
The subcommittee on mine accounting 
has reached substantial agreement with 
the Securities and Exchange Commission 
on the new form of report to be used 
by mining companies in the develop­
ment stage. This phase of mine account­
ing is nearly concluded. Other problems 
will be dealt with by the subcommittee 
as they arise.
At this point it is believed desirable 
to report to council some of the contro­
versial areas in bulletins that have been 
issued during the past year.
Bulletin No. 29—Inventory Pricing
Some difficulty has been encountered 
by accountants in interpreting “market” 
as defined in Statement No. 6 of the 
bulletin. Questions arise as to how re­
placement cost can be obtained in a 
complex business, and what should be 
done if the figure is not available. 
“Normal” profit is also subject to some 
concern.
In defining “market,” the committee 
stated the general concept that market 
means reproduction cost by purchase or 
reproduction, and then indicated both 
a floor and a ceiling to be used in its 
determination. The ceiling proposed was 
the net realizable value, or selling price 
less costs to complete and sell; the floor, 
the net realizable value so obtained less 
a normal profit. In the application of this 
rule to a given set of facts, the commit­
tee believes the accountant and manage­
ment should use sound judgment. The 
committee is well aware that there will
be cases in which it would not be possible 
to compute replacement cost, or in which 
replacement cost might be inadequate as 
a guide. In this connection the commit­
tee included a rather lengthy discussion 
of its views following Statement 6 
of the bulletin. The committee considers 
“normal” profit to mean the margin of 
profit which the particular business would 
ordinarily expect to realize.
Bulletin No. 30—Current Assets 
and Current Liabilities
The comments on this bulletin have 
been more voluminous and critical than 
on other recent bulletins. Dissatisfac­
tion with the bulletin is largely directed 
toward the inclusion of prepayments in 
current assets. One correspondent says 
in part: “. . . The committee . . . was 
rather bold ... to fly in the face of what 
appears to have been the accepted treat­
ment of prepaid . . . items . . .”. The 
question has also been raised several 
times as to how to classify those items, 
such as prepaid insurance, only a part 
of which would be included in current 
assets on the basis of the operating cycle. 
Should prepaid items be split on the 
basis of the operating cycle, or should 
they be classified according to those items 
which are predominant? Once classified, 
should they thereafter be included in the 
same category, or should they be permit­
ted to jump around according to each 
year’s designation? These are the ques­
tions which have arisen in connection 
with the interpretation of the bulletin 
as applied to prepaid items. The tendency 
to exclude such items from current 
assets is based on the liquidation concept 
and is deep-rooted. Time is necessary 
for the adoption of the alternative con­
cept suggested. It is interesting to note 
that the Securities and Exchange Com­
mission for some years has permitted the 
inclusion in current assets of prepayments 
for services to be received within one 
year.  
Some accountants are also opposed to 
the exclusion of cash surrender value 
of life insurance from current assets. 
They believe that in cases where there
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are no restrictions, cash surrender value 
is just as available for general purposes 
as cash in bank. The committee, however, 
took the position that cash surrender 
value of life insurance represents an in­
vestment and therefore does not enter 
into the operating cycle and could not 
be realized in the ordinary course of 
business without foregoing the business 
purpose for which it is carried; from 
the standpoint of a going concern they 
deemed its nature to be fixed and not 
available for current operations.
Further criticisms are leveled at (1) 
excluding from current assets the cash 
surrender value of life insurance policies 
when loans payable within a year which 
are secured by the policies are included 
among the current liabilities; (2) the in­
clusion of ordinary maintenance materials 
and parts in current assets; (3) the bulle­
tin being couched in too positive terms; 
and (4) the term “working capital,” as 
being an unfortunate use of the words. 
One member reasoned that the definition 
of current assets would permit the inclu­
sion therein of an amount of plant equal 
to the coming year’s depreciation deduc­
tion.
The members of the new committee 
were informed of these criticisms by the 
director of research. It was the commit­
tee’s belief that in view of the new 
ground being broken by the bulletin ac­
ceptance of its philosophy could hardly 
be expected immediately or without some 
question.
Bulletin No. 32—Income
and Earned Surplus
The committee in 1947 took the posi­
tion that certain extraordinary items 
might be excluded from the determina­
tion of net income, and should be ex­
cluded if their inclusion would impair 
its significance so that misleading infer­
ences might be drawn therefrom, and set 
forth criteria to aid in the determination 
of such items. It recognized that man­
agement and the accountant should 
assume the responsibility for interpretat­
ing the facts in the light of the criteria 
suggested. The opposing philosophy, 
which favors the all-inclusive concept, 
relies upon form for disclosure of all 
material information and upon the read­
er’s intelligence for interpretation of the 
information so disclosed. This contro­
versy has not been resolved by the issu­
ance of the bulletin. Since governmental 
agencies frequently rely on form rather 
than substance, and since the all-inclusive 
concept is much easier to administer, it 
is to be expected that pressure will con­
tinue to be exerted in favor of the all- 
inclusive concept in reporting net in­
come. As previously stated, the Chief 
Accountant of the SEC voiced his objec­
tions to Bulletin 32 in a letter published 
in the January 1948 issue of The Journal.
Respectfully submitted,
Samuel J. Broad, Chairman
April 30, 1948.
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COMMITTEE ON THE STUDY OF BUSINESS INCOME. 
ITS CONCEPTS AND TERMINOLOGY
To the Council of the
American Institute of Accountants :
Gentlemen : The council of the Amer­
ican Institute of Accountants at its meet­
ing of May 12, 1947, approved the 
recommendation of the executive com­
mittee for an appropriation of $30,000 
“for a research project designed to de­
velop definitions of terms commonly used 
in accounting, consistent with the mean­
ings of the same terms as they are used 
in law, economics, statistics, and other 
areas of the social sciences.” This con­
tribution was matched with a similar 
grant made on June 13, 1947, by the 
Rockefeller Foundation “toward the ex­
penses of a study of accounting defini­
tions and postulates and their effect upon 
political-economic policies.”
A statement regarding the proposed 
study appeared in the August 1947 issue 
of The Journal of Accountancy and a 
committee was formed made up of rep­
resentatives of the accounting and other 
professions and business. A list of the 
committee is attached hereto.
The group contemplates an extensive 
study of the subject from the standpoint 
of law, economics, accounting, and mone­
tary theory. An executive committee has 
been organized which includes the pres­
ent president of the Institute and the 
chairman of its committee on accounting 
procedure; Arthur H. Dean of Sullivan 
& Cromwell; Chester I. Barnard, chair­
man of the board, New Jersey Bell Tele­
phone Company, and president-elect of 
the Rockefeller Foundation; Solomon 
Fabricant, who is associated with the Na­
tional Bureau of Economic Research, 
and myself. The committee has author­
ized studies of the concept of business 
income and a history of its development 
in the four fields already enumerated and 
has made definite arrangements for these 
studies in three of the four fields.
Mr. Dean has assumed responsibility 
for a study under his direction from a 
legal standpoint; Mr. Fabricant in the 
economic field has done likewise and has
authorized Sidney Alexander of Harvard 
to do the necessary work under his direc­
tion. An appropriation has been made to 
cover Mr. Alexander’s services.
The committee has had difficulty in 
making arrangements in the monetary 
theory field which is, of course, of major 
importance, but we are hopeful now that 
arrangements may be concluded shortly.
George O. May, research consultant of 
the group, has undertaken the account­
ing study. In order to acquaint the mem­
bers of the Institute with the progress 
of his study and to obtain their sugges­
tions and criticisms, he proposes to pub­
lish articles in The Journal of Account­
ancy from time to time. The first of such 
articles is to appear in the July issue.
The committee is giving early con­
sideration to “lifo” accounting in and its 
effect on concepts of income and vari­
ous proposals that have been made to 
absorb part of present high cost replace­
ment of fixed assets against current 
income.
The study group has recently received 
from John Haskell, vice-president of the 
New York Stock Exchange and a mem­
ber of the study group, a letter expressing 
the hope that some solution might be found 
to this problem before the end of the 
present year. Similar hopes are being 
expressed by many other organizations. 
This question, of course, concerns the 
study group only in its broader aspects. 
The method of implementing any new 
concepts that might be suggested is pri­
marily a task for the committee on ac­
counting procedure of the Institute. This 
group, therefore, urges the committee to 
undertake a concurrent examination of 
the subject, cooperation between the two 
studies to be assured by the presence of 
the chairman of the accounting procedure 
committee on the executive committee of 
the study.
The group has been gratified at the 
cooperative attitude evinced by various 
bodies which it has approached, includ­
ing the President’s Economic Advisors,
Committee on Auditing Procedure
the Department of Commerce, the ICC, 
and others. The cooperation of the ICC 
is particularly valuable because the rail­
ways probably afford the longest and 
fullest record of corporate operations now 
available in the United States.
The group has found that the concepts 
of business income are undergoing re­
examination by both economists and 
accountants in Great Britain, and ex­
changes of views with bodies there are 
being arranged. It may be noted that 
the Economic Journal, London, of last 
December contains a long article under 
the title “Profit Measurement and the 
Trade Cycle.” There is also an article 
in the March issue of the American 
Economic Review having the title “The 
Role of Income Determination in Re­
investment and Investment.”
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The activities of the committee as 
herein discussed may be somewhat be­
yond the original authorization and it 
is therefore requested that council ap­
prove a re-statement of purposes to 
include the following:
1. Study of the nature and significance 
of business income, particularly 
through the corporate form of organi­
zation.
2. To seek to arrive at the most useful 
concept.
3. To seek for methods of measurement 
to be recommended.
Respectfully submitted,
Percival F. Brundage, Chairman
April 29, 1948.
COMMITTEE ON AUDITING PROCEDURE
To the Council of the
American Institute of Accountants :
Gentlemen : Since the last meeting of 
the council, the committee on auditing 
procedure has continued with some of the 
studies reported upon at that time and 
has undertaken some new ones.
Case Studies
A number of the members of the com­
mittee have continued their work in the 
preparation of a comprehensive descrip­
tion of audit work performed on a com­
plete engagement, for publication by the 
committee in its series of case studies. 
To date six such case studies have been 
published and have met with a great deal 
of favorable comment both from mem­
bers of the profession and from account­
ing teachers.
Infernal Control
In its last report, the committee pro­
posed the continuation of the study of 
the meaning of internal control, the meth­
ods of establishing satisfactory systems 
of internal control in business enter­
prises, and the development of practicable
procedures of studying and evaluating 
existing systems by the independent pub­
lic accountant. A subcommittee has been 
devoting major attention to these ques­
tions.
Negative Opinions
As proposed in its last report, the com­
mittee has considered the question whether 
failure to make a physical observation 
of inventories and to independently con­
firm receivables, where such items are 
relatively important in the financial posi­
tion of the company, effectively negative 
an opinion regarding the over-all financial 
position and results of operation. Dis­
cussion has shown that there is need for 
further study of this question. Accord­
ingly a special subcommittee has been 
considering what action the accountant 
should take when generally accepted 
auditing procedures with respect to the 
confirmation of accounts receivable and 
the verification of inventories have not 
been followed.
Revision of Short-Form Report
Discussion of the suitability of the 
present standard short-form of account­
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ant’s report, recommended by the Insti­
tute in 1941, revealed general agreement 
that study should be given with a view 
to its revision. Accordingly a subcom­
mittee has been giving consideration to 
the development of a revised short-form 
of report.
Confirmation of Accounts Payable
The committee considered briefly the 
desirability of issuing a statement deal­
ing with the confirmation of accounts 
payable. It was the consensus of the com­
mittee that confirmation of accounts pay­
able is not mandatory in the majority of 
cases and is required only in special 
circumstances. The committee did not 
believe that it should issue a statement 
on this subject, but authorized the director 
of research to prepare an article for 
publication in The Journal dealing with 
this matter. This is now in the process of 
preparation.
Clarification of Accountant's
Report When Opinion Is Omitted
At the last meeting of the council a 
special report was made by this com­
mittee recommending adoption by the 
membership of the Institute of an amend­
ment to Extensions of Auditing Pro­
cedure. The council decided that this mat­
ter should be presented for formal ac­
tion by the membership at the 1948 
annual meeting and authorized the com­
mittee to issue its report as a committee 
statement so that the membership might 
have an opportunity to adequately con­
sider the matter prior to its formal presen­
tion. The report was accordingly issued 
in the form of Statements on Auditing 
Procedure No. 23.
The committee now recommends the 
adoption of the following resolution by 
the council:
Whereas the committee on audit­
ing procedure recommended to the 
council at its meeting on November 3, 
1947, that the second full paragraph 
on page 5 of Statements on Auditing 
Procedure No. 1, entitled Extensions of 
  Auditing Procedure, be amended as
follows:
“The independent certified public 
accountant should not express the 
opinion that financial statements pre­
sent fairly the position of the company 
and the results of its operations, in 
conformity with generally accepted ac­
counting principles, when his excep­
tions are such as to negative the opin­
ion, or when the examination has been 
less in scope than he considers neces­
sary to express an opinion on the state­
ments taken as a whole. In such cir­
cumstances, the independent certified 
public accountant should limit his report 
to a statement of his findings and, if
appropriate, his reason for omitting an
expression—of opinion state that he 
is not in a position to express an opin­
ion on the financial statements and in­
dicate clearly his reasons therefor. He 
may also, if appropriate, comment fur­
ther as to compliance of the statements 
with generally accepted accounting 
principles in respects other than those 
which require the denial of an over-all 
opinion." (Italics indicate new word­
ing; cross-out indicates old wording 
eliminated.)
and
Whereas council at its meeting on
November 3, 1947, authorized the
immediate issuance to the membership 
of the committee’s recommendations as 
a release by the committee on auditing 
procedure (subsequently accomplished 
by the issuance of Statements on Audit­
ing Procedure No. 23) with the under­
standing that the proposed amendment 
would be submitted to the membership 
for approval or disapproval at the 1948 
annual meeting at Chicago,
Now THERFORE BE IT RESOLVED, That 
the council hereby approves the forego­
ing proposed amendment to Extensions 
of Auditing Procedure and recommends 
to the membership of the Institute that 
the proposed amendment be approved 
at its next annual meeting.
Auditing Standards
The special report on Auditing Stand­
ards—The Generally Accepted Signifi­
Committee on Auditing Procedure
cance and Scope, which was in the process 
of printing at the time of the last meet­
ing of the council, was distributed to all 
members of the Institute and a substan­
tial number have been sold. By the time 
of the next annual meeting of the Insti­
tute, this report will have been in the 
hands of the membership approximately 
ten months. The committee now believes 
that the basic standards dealt with in that 
report should be adopted by the member­
ship for the guidance of the profession. 
The committee, therefore, submits the 
following resolution and recommends its 
adoption:
Whereas the committee on auditing 
procedure of the American Institute 
of Accountants in a special report is­
sued in October 1947, among other 
things has stated that:
“While it is not practicable, because 
of the wide variance of conditions en­
countered, to issue anything like an 
‘all-purpose’ program of auditing pro­
cedures it is possible to formulate a 
pronouncement with regard to the 
auditing standards requiring observ­
ance by the accountant in his judg­
ment exercise as to procedures selected 
and the extent of the application of 
such procedures through selective test­
ing.” (Paragraph 6, page 7.) 
and that:
“Auditing standards may be said to 
be differentiated from auditing pro­
cedures in that the latter relate to acts 
to be performed, whereas the former 
deal with measures of the quality of the 
performance of those acts, and the ob­
jectives to be attained in the employ­
ment of the procedures undertaken. 
Auditing standards as thus distinct 
from auditing procedures concern 
themselves not only with the auditor’s 
professional qualities but also with his 
judgment exercise in the conduct of 
his examination and in his reporting 
thereon.” (Part of first paragraph, 
page 9.)
and has presented the following brief
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summary of the meaning of generally 
accepted auditing standards (page 11) :
“General Standards—
1. The examination is to be per­
formed by a person or persons having 
adequate technical training and pro­
ficiency as an auditor.
2. In all matters relating to the as­
signment an independence in mental 
attitude is to be maintained by the 
auditor or auditors.
3. Due professional care is to be 
exercised in the performance of the 
examination and the preparation of the 
report.
“Standards of Field Work—
1. The work is to be adequately 
planned and assistants, if any, are to be 
properly supervised.
2. There is to be a proper study and 
evaluation of the existing internal con­
trol as a basis for reliance thereon 
and for the determination of the re­
sultant extent of the tests to which 
auditing procedures are to be re­
stricted.
3. Sufficient competent evidential 
matter is to be obtained through inspec­
tion, observation, inquiries and con­
firmations to afford a reasonable basis 
for an opinion regarding the financial 
statements under examination.
“Standards of Reporting—
1. The report shall state whether the 
financial statements are presented in 
accordance with generally accepted 
principles of accounting.
2. The report shall state whether 
such principles have been consistently 
observed in the current period in rela­
tion to the preceding period.
3. Informative disclosures in the 
financial statements are to be regarded 
as reasonably adequate unless other­
wise stated in the report.”
Now THEREFORE BE IT RESOLVED, 
That:
(a) The foregoing excerpts from the
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committee’s report are hereby ap­
proved and adopted,
(b) The use of “Generally accepted 
auditing standards” in the reports 
or certificates of independent audi­
tors shall be deemed to refer to 
the standards or principles set 
forth in the foregoing summary, 
and
(c) The references on pages 10 and 
12 of Extensions of Auditing Pro­
cedure to the Institute’s 1936 bul­
letin Examination of Financial 
Statements are no longer applic­
able.
Be it further resolved, That the 
council of the American Institute of 
Accountants recommends the adoption 
of the foregoing resolution by the mem­
bership of the Institute at its next an­
nual meeting.
Examination of Financial 
Statements by Independent 
Public Accountants
With the adoption of the preceding 
resolution, the pamphlet entitled Examina­
tion of Financial Statements by Inde­
pendent Public Accountants, issued by 
the American Institute of Accountants in 
January 1936, which had previously been 
modified or superseded by the series of 
Statements on Auditing Procedure and 
the Tentative Statement of Auditing 
Standards, will have become so obsolete} 
that in the opinion of the committee it 
should be permanently withdrawn from 
sale. If, in the opinion of council, this 
document has sufficient historical signifi­
cance to warrant its continued sale, the 
committee would recommend that any re­
prints be disclaimed as having any cur­
rent applicability more positively than they 
have been in the most recent printing.
Respectfully submitted,
Paul Grady, Chairman
COMMITTEE ON FEDERAL TAXATION
To the Council of the
American Institute of Accountants :
Gentlemen : The following midyear 
report is submitted on behalf of the com­
mittee on federal taxation.
At the last annual meeting of the 
American Institute, the then chairman of 
this committee recorded the preparation 
of an extensive list of technical amend­
ments which were in the process of 
preparation for submission to the Con­
gress. Since that time, these proposals 
have been completed and the recom­
mendations submitted. Copies of these 
recommendations were sent to all mem­
bers of council and interested committees 
and were widely distributed to the state 
societies and to others who might be 
interested.
Efforts to develop proposals for neces­
sary revisions of the Internal Revenue 
Code have been continued by your com­
mittee and the exchange of views among 
committee members proceeds regularly.
Several suggestions as to tax law 
changes and procedural matters have been 
received by your committee from mem­
bers of the Institute, all of which have 
been considered and some of which have 
been passed on to responsible depart­
mental officials or Congressional commit­
tees.
The Treasury Department has sub­
mitted to the Committee on Ways and 
Means of the House of Representatives a 
list of so-called non-controversial recom­
mendations. Many of these recommenda­
tions accord with similar ones submitted 
by your committee. Certain of the 
recommendations made by the Treasury 
Department appear, however, to be quite 
controversial. Representative Knutson, 
Chairman of the Committee on Ways 
and Means, has been notified of our desire 
to be heard on these recommendations if 
consideration is given thereto.
The chairman of your committee has 
attended hearings on HR 2657, the fed­
eral Administrative Practitioners Act,
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and has taken part in discussions relative 
to HR 3214, relating to the establishment 
of the Tax Court as part of the judiciary. 
Both of these bills are being reported 
upon by other committees.
Tax Practice Considerations
Certain recommendations have been 
made by this committee in the past as to 
Tax Court personnel, control over tax 
practice, etc., upon which action con­
sidered appropriate at the time was taken. 
More recent developments seem to indi­
cate the need for additional consideration 
of some of these matters and others upon 
which council consideration is warranted.
Pending legislation may establish the 
Tax Court as a part of our judicial 
system and directly or indirectly affect 
the appearance of certified public ac­
countants before that body. It has been 
suggested that, if this circumstance de­
velops, we should advocate the re-estab­
lishment of an informal body to which 
taxpayers may appeal their tax contro­
versies without the cost and delay of 
formalized procedure in the Tax Court.
It is felt by many that such advocacy 
should be undertaken by the Institute 
even as the Tax Court and its procedure 
is presently constituted.
COMMITTEE ON PUBLIC
To the Council of the
American Institute of Accountants :
Gentlemen : First we should like to 
report to you the current status of the 
unfinished matters mentioned in the last 
report of the committee dated October 2, 
1947.
(1) Hearings are currently in progress 
in the case of Arkansas Power & Light 
Company v. Federal Power Commission 
on the question of whether the federal or 
state regulatory body has jurisdiction over 
accounting matters of a utility company. 
It is hoped that a decision will be reached 
this year on this important question. This 
matter is of particular interest to account-
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Because of the criticisms being made, 
Congressional committees may drop all 
efforts to make changes in the nature of 
the Tax Court or practice before that 
body. Should this happen, many mem­
bers of the Institute contend that it should 
formally request the appointment of cer­
tified public accountants to fill vacancies 
as they arise. Important considerations 
of public policy and public relations of 
the profession are involved in this pro­
posal and warrant council consideration.
Extensive criticism of the Institute’s 
position on the question of tax practice 
seems to be developing. To many mem­
bers, this policy seems one of appease­
ment. They question whether the time 
has not come for constructive, positive 
action through the presentation of sug­
gested legislation which would clearly 
authorize the certified public accountant 
to engage in tax practice.
Your committee presents the fore­
going matters without recommendation 
because of its knowledge of their im­
portance and the need for the determina­
tion of established policies.
Respectfully submitted,
Mark E. Richardson, Chairman
April 23, 1948.
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ants since we understand it will have a 
bearing on which set of records are the 
official records of a company.
(2) There has been no change with 
respect to the proposal of the National 
Association of Railroad and Utilities 
Commissioners committee on accounts 
and statistics that electric and gas utility 
companies be required, in reports to regu­
latory authorities, to deduct the reserve 
for depreciation from the plant account. 
For those who are interested, we call 
attention to a paper on this subject en­
titled, “The Net Plant Balance Sheet,” 
given by H. C. Hasbrouck of the Edison 
Electric Institute and reproduced in the 
March 1948 issue of The New York 
Certified Public Accountant.
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Current Matters
There are two current matters to which 
. we should like to call your attention. One 
of them has to do with the accounting 
treatment of manufactured gas production 
facilities abandoned or to be abandoned 
by reason of conversion to natural gas, 
and the second has to do with the inter­
pretation of “net investment” as used in 
Part I of the Federal Power Act relating 
to licensing of hydroelectric projects.
In the first case, the Public Utility 
Commission of the District of Columbia 
in its order dated September 24, 1947, 
and the Federal Power Commission in 
its order dated October 24, 1947, in the 
case of Washington Gas Light Company 
approved the company’s proposed account­
ing treatment re manufactured gas pro­
duction facilities abandoned or to be 
abandoned by reason of conversion to 
natural gas. Accounting approved pro­
vides for the transfer from plant to Ac­
count 141, Extraordinary Property 
Losses, the unrecovered original cost 
(original cost less estimated accrued de­
preciation) of property abandoned, and 
provides that such losses be amortized 
over a ten-year period beginning January 
1, 1948, by charges to Account 506, Prop­
erty Losses Chargeable to Operations; 
and with respect to the plants to be aban­
doned provides for accelerated deprecia­
tion of the unrecovered original cost 
beginning January 1, 1948, on the basis 
of a life of ten years; until such time 
as this property is retired from service, 
then any remaining unrecovered original 
cost to be transferred from property to 
Account 141, Extraordinary Property 
Losses, with subsequent amortization of 
this latter account over the remainder of 
the ten-year period—all subject to ad­
justment for salvage and removal cost.
We wish to point out that neither of 
these orders deals with the treatment of 
federal income taxes with respect to these 
matters, and it will be interesting to see 
how such taxes are handled by the com­
pany.
One of the most important regulatory 
matters to come before the utilities this 
year was the suggested rule of the staff
of the Federal Power Commission known 
as Docket R-105 in connection with the 
definition of “net investment” as defined 
in Section 3(13) of the Act. The notice 
of the rule is as follows:
“1. Notice is hereby given of proposed 
rule making in the above-entitled 
matter.
"2. Under Section 14 of the Federal 
Power Act, licenses for hydroelectric 
power projects of more than 100 
horsepower installed capacity are re­
quired to carry as a condition the 
specific reservation of the right of 
the United States upon or after the 
expiration of the license to take over 
and thereafter to maintain and oper­
ate the project covered by the license 
and other property of the licensee 
dependent for its usefulness upon the 
continuance of the license, upon pay­
ment to the licensee of the ‘net in­
vestment’ of the licensee in the proj­
ect or projects taken, not to exceed 
the fair value of the property taken, 
plus severance damages, the term ‘net 
investment’ being defined in Section 
3(13) of the Act. The ‘net invest­
ment’ appears to be of importance 
not only in connection with the acqui­
sition price at the end of the license 
period but also for other purposes 
during the period of the license.
“3. Clarification of the administrative in­
terpretation to be given to Section 
3(13) of the Act and the items to be 
deducted from the actual legitimate 
original cost of a project in deter­
mining the ‘net investment,’ including 
the method to be followed by a 
licensee in accounting for such costs 
and deductions, is desirable at this 
time.
“4. Pursuant to the authority vested in 
it by the Federal Power Act, par­
ticularly Sections 10(g) and 309 
thereof (49 Stat. 842, 858; 16 U.S.C. 
803(g), 825(h), the Commission 
proposes to consider, in connection 
with all licenses under the Federal 
Power Act heretofore or hereafter 
issued for hydroelectric projects of
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more than 100 horsepower capacity, 
either (1) by a rule added as an 
amendment to Part 03, Substantive 
Rules, General Policy and Interpreta­
tions, of Subchapter A, Chapter I of 
Title 18, Code of Federal Regula­
tions, or (2) by amendment of the 
Uniform System of Accounts Pre­
scribed for Public Utilities and Li­
censees (Part 101 of Subchapter C, 
Chapter I of Title 18 of said Code), 
but to be applicable only to licensees 
holding license under the Federal 
Power Act for hydroelectric projects 
of more than 100 horsepower in­
stalled capacity, or (3) otherwise as 
may seem appropriate, a rule sub­
stantially in the following form:
‘SUBSTANTIVE RULE 
UNDER THE FED­
ERAL POWER ACT
Sec. 03.4 Uniform System of Ac­
counts—Account 258.1 Amortization 
Reserve—Federal. During the entire 
period of any license under the Fed­
eral Power Act for a hydroelectric 
power project of more than 100 
horsepower installed capacity, all 
project earnings in excess of a fair 
return upon the net investment in 
said project and which have not been 
appropriated to amortization, sinking 
fund, or similar reserves, shall be 
appropriated annually to a special 
reserve under Account 258.1. Amorti­
zation Reserve—Federal, the credit 
balance in such special reserve to be 
applied annually as a deduction from 
actual legitimate original cost in de­
termining net investment in accord­
ance with Section 3(13) of the Act.’ ”
Section 3(13) is defined as follows:
“Sec. 3. The words defined in this 
section shall have the following mean­
ings for purposes of this Act, to wit:
(13) ‘net investment’ in a project 
means the actual legitimate original 
cost thereof as defined and interpreted 
in the ‘classification of investment in 
road and equipment of steam roads, 
issue of 1914, Interstate Commerce
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Commission’, plus similar costs of 
additions thereto and betterments 
thereof, minus the sum of the fol­
lowing items properly allocated there­
to, if and to the extent that such 
items have been accumulated during 
the period of the license from earn­
ings in excess of a fair return on 
such investment: (a) Unappropriated 
surplus, (b) aggregate credit bal­
ances of current depreciation ac­
counts, and (c) aggregate appropria­
tions of surplus or income held in 
amortization, sinking fund, or similar 
reserves, or expended for additions 
or betterments or used for the pur­
poses for which such reserves were 
created. The term ‘cost’ shall include, 
insofar as applicable, the elements 
thereof prescribed in said classifica­
tion, but shall not include expendi­
tures from funds obtained through 
donations by States, municipalities, 
individuals, or others, and said classi­
fication of investment of the Inter­
state Commerce Commission shall in­
sofar as applicable be published and 
promulgated as a part of the rules 
and regulations of the Commission;”
Inasmuch as the only amortization reserve 
required by the Act is that provided in 
Section 10(d), we set forth the require­
ment of that Section, as follows:
“Sec. 10. That all licenses issued 
under this act shall be on the fol­
lowing conditions:
(d) That after the first twenty 
years of operation out of surplus 
earned thereafter, if any, accumu­
lated in excess of a specified reason­
able rate of return upon the actual, 
legitimate investment of a licensee in 
any project or projects under license 
the licensee shall establish and main­
tain amortization reserves, which re­
serves shall, in the discretion of the 
commission, be held until the termi­
nation of the license or be applied 
from time to time in reduction of 
the net investment. Such specified 
rate of return and the proportion of
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such surplus earnings to be paid into 
and held in such reserves shall be 
set forth in the license.”
The legal arguments hinged around the 
meaning of the term “unappropriated 
surplus” in Section 3(13). Mr. Gatchell, 
the attorney for the Federal Power Com­
mission, stated his position as follows:
“If the depreciation, amortization, 
sinking fund and other similar re­
serves are deducted from the original 
cost to the extent that they have been 
accumulated from earnings in excess 
of a fair return, the balance of ex­
cess earnings could be paid out as 
dividends or otherwise dissipated if 
Congress had not expressly provided 
that the original cost should be re­
duced by ‘unappropriated surplus.’ 
The term ‘unappropriated surplus’ is 
not used here in an accounting sense 
to mean the book balance in the 
surplus account at a particular time, 
but rather the surplus over a fair 
return which has not been appropri­
ated to specific reserves.
“In other words, if section 3(13) is 
to follow the sound principle of 
limiting the earnings to a fair return 
it must be construed to mean that all 
earnings in excess of a fair return 
are to be deducted from the original 
cost. This is the meaning which the 
staff feels should be given it by the 
Commission ...”
Incidentally, the term “fair return” is 
not defined in the Act. Thirty-five public 
utility companies that have licensed proj­
ects participated in the case, and briefs 
were filed covering the legal aspects. The 
rule was finally rejected by the Commis­
sion in their Release No. 3511 which 
reads as follows:
“The Federal Power Commission, 
sitting en banc, late yesterday decided 
not to adopt a proposed rule inter­
preting the term ‘net investment’ as 
defined in the Federal Power Act 
and, upon motion of counsel repre­
senting 35 power companies, dis­
missed the proceedings.
“The dismissal followed oral argu­
ment in support of the rule by Wil­
lard W. Gatchell, FPC attorney, on 
behalf of the commission legal staff, 
and by Randall J. LeBoeuf, Jr., and 
W. James Macintosh in opposition. 
“The rule had been proposed in 
Docket No. R-105 as an instruction 
under the Uniform System of Ac­
counts prescribing the setting aside 
in an amortization reserve account 
all project earnings in excess of a 
fair return upon the net investment 
in all hydroelectric power projects of 
more than 100 horsepower installed 
capacity licensed in accordance with 
the Federal Power Act.
“Briefs and statements in opposition 
to the proposed rule had been filed 
by the 35 power companies and by 
several State Commissions.
“In concluding the proceedings, 
Chairman Nelson Lee Smith of the 
FPC stated:
‘I am authorized to state that 
the Commission, having under 
consideration the motion made 
formally on brief by Messrs. Le­
Boeuf and Macintosh, and just re­
stated orally by Mr. LeBoeuf, 
grants the motion that the rule be 
not adopted and that the proceeding 
be dismissed, and this proceeding 
on the proposed rule, R-105, is 
hereby terminated.
‘Now, I would like to join with 
that announcement the statement 
for the Commission that, recogniz­
ing, as have all counsel present, 
the interrelationship of the prob­
lems posed here in respect of Sec­
tion 3(13) of the Act, and various 
other provisions of the Act, in­
cluding 10(d), and the various 
statements of counsel with respect 
to 10(d) and the problems there­
under, the Commission will wel­
come from all licensees parties to 
this proceeding their suggestions of 
the problems with which they are 
confronted and suggestions regard­
ing the solution or resolution of 
those problems with respect to
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amortization accruals under Sec­
tion 10(d). We will be glad to 
have those as soon as they may be 
submitted, but that is outside this 
proceeding, and should be so un­
derstood.’ ”
You will note that Chairman Nelson Lee 
Smith has asked the companies to co­
operate with the Commission on the solu­
tion of this problem. It seems to us there 
is an important contribution that can be 
made by accountants (a) in the proper 
procedures to be followed in the alloca­
tion of revenues and expenses to licensed 
projects, (b) in the determination of the 
excess earnings that have to be provided 
for under Section 10(d) of the Act, and 
(c) in connection with the meaning of 
the words in Section 3(13) which be­
comes operative when the property is 
subject to recapture. There can be a 
serious question as to the existence of 
surplus during the period of the license
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if any interpretation of unappropriated 
surplus similar to that proposed by Mr. 
Gatchell is eventually worked out. While 
the lawyers can argue that Section 3(13) 
does not become applicable until the end 
of the license period when the project is 
subject to recapture upon the action of 
Congress, it seems to us that from an 
accounting point of view the terms have 
to be clarified so that the accountants, 
as well as the management of the com­
panies, can determine whether or not they 
have surplus available for the payment 
of dividends during the life of the project.
The Committee has this question under 
consideration and proposes to discuss the 
problem with the licensed project com­
mittee of the Edison Electric Institute. 
We earnestly solicit the views of other 
accountants on this question.
Respectfully submitted,
F. Merrill Beatty, Chairman
April 30, 1948.
COMMITTEE ON FEDERAL GOVERNMENT ACCOUNTING
To the Council of the
American Institute of Accountants :
Gentlemen: Shortly after this year’s 
committee on federal government ac­
counting—heretofore called the commit­
tee on governmental accounting — was 
appointed, and before the committee had 
been able to hold its first meeting, the 
chairman was asked by former President 
Herbert Hoover, Chairman of the Com­
mission on Organization of the Execu­
tive Branch of the Government, and by 
John Hanes, former Under-Secretary of 
the Treasury and head of the Accounting, 
Budget and Fiscal Task Force of Mr. 
Hoover’s Commission, to undertake the 
development of an appropriate plan of 
accounting, auditing, and financial report­
ing for the Commission.
Having already decided to recommend 
to our committee that it ask the president 
and council to approve such an under­
taking by the committee on its own ini­
tiative, I told Mr. Hoover and Mr. Hanes 
that I would prefer to undertake the
project as a committee matter rather 
than as a personal one, and I explained 
to them that I would have to clear the 
matter with our committee and the presi­
dent and council before I could make any 
commitment. They said this would be 
agreeable to them. I then took the mat­
ter up with the secretary of the Institute, 
and he notified me shortly thereafter that 
he had presented the matter to the exec­
utive committee and had been instructed 
to notify me that the executive committee 
approved.
Our committee then held its first meet­
ing at the office of the Hoover Commis­
sion on February 5, at which the proposed 
program was discussed at length and 
tentative plans for its execution were 
made, including the adoption of recom­
mendations that the Commission make 
available to the committee a full-time 
executive assistant and director of re­
search and that the Commission under­
take to get the Comptroller General of 
the United States, the Secretary of the 
Treasury, and the Director of the Bureau
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of the Budget each to name a top-level 
member of his staff to serve as an ad­
visory group with the committee.
These recommendations were adopted 
and the Commission made available to 
us as our executive assistant and director 
of research T. Jack Gary, Jr., CPA, 
formerly deputy controller of the Federal 
Public Housing Authority. The proposal 
to the Comptroller General of the United 
States, the Secretary of the Treasury, and 
the Director of the Bureau of the Budget 
was agreed to by these officials and the 
following members of their staffs were 
appointed to compose the advisory group:
Walter F. Frese, Chief of the Account­
ing Systems Division of the General 
Accounting Office
Edward F. Bartelt, Fiscal Assistant 
Secretary of the Treasury
Frederick Lawton, Administrative As­
sistant to the Director of the Bureau 
of the Budget.
We then held our next meeting on 
March 19, at which the members of the 
advisory group of government officials 
just named were present. At this meet­
ing there was discussion of many aspects 
of the proposed program, and the begin­
ning of an outline of our committee’s 
assignment was developed.
Following this meeting the chairman 
of the committee and the committee’s 
executive assistant and director of re­
search collaborated in the development 
of a tentative outline of the committee’s 
assignment, and on April 14, the commit­
tee held its third meeting.
At this meeting the committee adopted 
for its designation, as a unit of Mr. 
Hanes’ Accounting, Budget and Fiscal 
Task Force, the designation “The Ac­
counting Policy Committee,” and pro­
ceeded to discussion of the tentative out­
line of its assignment and such revision 
thereof as appeared to be necessary.
Following this discussion, Mr. Gary 
reported that he was well along with a 
study of the activities of the Treasury 
Department. The committee approved 
the procedure that Mr. Gary had followed 
in starting this study and his plans for
completing it. It is expected that this 
study will be ready for review by the 
members of the committee within about 
thirty days.
In the meantime, other studies are 
being inaugurated, and plans are under 
way to give Mr. Gary some assistance 
by the employment of a full-time research 
assistant. The Commission has approved 
this, and a qualified assistant has been 
tentatively decided upon. Still another 
assistant is being made available by Mr. 
Frese from the staff of his Accounting 
Systems Division.
The committee then proceeded to con­
sideration of some of the policy and tech­
nical questions that have to be resolved 
during the course of its deliberations. 
Several of these questions were tenta­
tively resolved at this meeting.
We also discussed at this meeting the 
question whether a study should be made 
of the auditing of the books of private 
enterprises that is presently being done 
by various establishments of the gov­
ernment and, if so, whether this study 
should be made by our committee. The 
decision of the committee was affirma­
tive as to both of these questions, and the 
chairman was instructed to ascertain 
whether Mr. Hanes and the Commission 
would approve our going ahead with the 
matter. Subsequently, I took this matter 
up with Mr. Hanes and the staff of the 
Commission and received their approval.
Previous to broaching this subject to 
Mr. Hanes and the Commission, I con­
tacted the secretary of the Institute to 
ascertain whether he thought the council 
would approve. He said he thought it 
would, and I suggested that, in order to 
avoid diverting the present personnel of 
our committee from its already agreed 
program, the committee should be en­
larged by at least three members who 
would be designated a subcommittee to 
deal with this particular question. Our 
committee now asks that this enlarge­
ment of its membership be approved by 
the council, and I am able to report that 
Mr. Hanes and the staff of the Commis­
sion have authorized the employment of 
someone to do the research that will be
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necessary as a basis for these members’ 
recommendations.
The committee regards this as a pro­
gram of great importance, considering the 
fact that it appears that there is much 
overlapping and duplication in the pres­
ent situation that not only adds unneces­
sarily to the cost of government but also 
is extremely annoying to private enter­
prises and puts them to considerable 
unnecessary expense.
All of each of the days on which the 
meetings reported above were held were 
devoted to consideration of the commit­
tee’s program. In addition, the commit­
tee’s chairman has made several interim 
trips to Washington to confer with Mr. 
Gary and members of the staff of the 
Commission.
One of these trips was made April 19, 
at which time I appeared with Mr. Hanes 
before a meeting of the Commission to 
outline our program and indicate how we 
propose to carry it out. During the 
course of this report to the Commission, 
and following an allusion that I made 
to some of the policy and technical ques­
tions that we have to resolve, the members 
of the Commission asked that I enumerate 
and discuss these questions briefly. This 
was unexpected, and we had not intended
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going into such detail; but it was grati­
fying, since it indicated a keen interest 
on the part of the Commission in what 
we are doing and the problems with 
which we have to deal. I mention this 
only because of what happened after I 
concluded by report and the discussion of 
these questions. There was general ex­
pression of surprise that some of the 
questions that I mentioned and discussed 
had not long since been settled by the 
government, and it was apparent from 
remarks made by members of the Com­
mission that they also were agreeably sur­
prised at the proposed breadth of our 
inquiry.
The members of our committee are 
serving without compensation, but they 
are being reimbursed for the expenses in­
curred by them in attending meetings.
Respectfully submitted,
 T. Coleman Andrews, Chairman 
Harry E. Howell 
Edward A. Kracke 
Maurice E. Peloubet 
Weston Rankin 
J. S. Seidman 
Donald F. Stewart
April 23, 1948.
COMMITTEE ON BANKRUPTCY AND REORGANIZATION
To the Council of the
American Institute of Accountants :
Gentlemen : One of the important du­
ties of your committee is to represent the 
American Institute of Accountants in the 
National Bankruptcy Conference. The 
Conference is composed of representa­
tives of the following cooperating organi­
zations :
National Association of Referees in 
Bankruptcy
American Bar Association
Commercial Law League of America
National Association of Credit Men
American Bankers Association
American Institute of Accountants
The National Bankruptcy Conference
was organized in 1932 and has been active 
in exploring, developing, and supporting 
improvements to achieve a better and 
more efficient operation and administra­
tion of the bankruptcy law.
The Conference has recently, through 
its drafting committee, prepared a number 
of clarifying, conforming, and perfecting 
amendments to the National Bankruptcy 
Act. These are being submitted to the 
House Judiciary Committee of the 80th 
Congress.
Your committee is especially interested 
in the revision of proposals to amend 
Rule 45 and the adoption of a new Rule 
46 of General Orders of the Supreme 
Court. Preceding committees have re­
ported on the details of these changes
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To the Council of the
American Institute of Accountants :
Gentlemen : The committee on co­
operatives of the Institute submits the 
following report with respect to its ac­
tivities during the interim period from 
its last report.
The committee’s program has been 
directed largely in the field of education 
and public relations. Its educational ac­
tivities have reflected dual phases—first, 
efforts to inform and aid the members of 
our profession to better serve their clients 
in this specialized field, and secondly, to 
instruct directors, managers, and admin­
istrative accountants of the cooperatives 
in respect to technical factors and pro­
cedures which will result in improved 
practices in their own accounting; to 
enable them to better conform to the 
restrictive conditions which pertain to 
their selective field of operations; and 
to demonstrate to them both the value 
of the technical service, which our pro­
fession can render, their urgent need for 
such service; and the desire of our pro­
fession to be helpful to them.
The media which your committee has 
employed in the implementing of this 
program have been: a continued partici­
pation, through cooperation but without 
sponsorship, of the series of regional 
“clinic” meetings; the preparation for 
publication of articles dealing with spe­
cific and timely subjects; and the answer­
ing of numerous inquiries with respect 
to specific problems which have been
directed to it. The regional “clinics” 
mentioned have usually been sponsored by 
the several colleges of agriculture, and 
in some instances the schools of business 
administration of the land grant colleges, 
and the Farm Credit Administration. In 
deference to the established policy of the 
Institute, your committee has taken pains 
to establish the fact that its participation 
in the programs has been on the basis of 
cooperation but not sponsorship.
Your committee desires to point out, 
with emphasis, that its activities are not 
limited to the field of agricultural co­
operatives, and particularly the so-called 
tax “exempt” agricultural associations. It 
is a matter of record that only an ap­
proximate 50 per cent of the agricultural 
cooperative associations have ever asked 
for and qualified for such exemption. 
The non-exempt associations have ac­
counting and tax problems which, in 
number and importance, are apt to exceed 
those of the exempt group. Further, it 
is not generally understood how exten­
sively the cooperative principle of busi­
ness conduct has been embraced by pro­
prietory business in general. In nearly 
every segment of American business may 
be found instances where cooperative 
effort in buying or selling has been uti­
lized. The accounting and tax problems 
of these purely commercial cooperatives 
deserve and receive the interest and at­
tention of your committee along with 
those in the agricultural group. The 
Associated Press, the Railway Express 
Agency, and hundreds of other prominent
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which affect the method of employment 
and the basis of compensation of ac­
countants retained in bankruptcy and re­
organization matters in the United States 
Courts.
At this writing, it appears that the 
Chief of the Bankruptcy Division of the 
Administrative Office of the United States 
Court, has submitted these proposals to 
Chief Justice Vinson of the United States 
Supreme Court.
If and when final action is accom­
plished, our profession will be deeply 
indebted to the members of the National 
Bankruptcy Conference whose repre­
sentatives have labored for several years 
now to accomplish this effort.
Respectfully submitted,
Lewis J. Laventhol, Chairman 
Charles S. J. Banks 
Edward J. Taylor
April 20, 1948.
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agencies in business are pure coopera­
tives as to organization and operation, 
and the solution to their problems in 
accounting, or taxes, such as may be 
reflected in current rulings of govern­
mental bureaus, or the courts, have a 
direct bearing on the entire field of 
cooperative business effort—whether agri­
cultural, industrial, or in commerce.
The attention of your committee has 
lately been actively centered on the prob­
lems of the non-exempt or commercial 
cooperative associations, due to the fact 
that several of the larger agricultural 
cooperatives, which were formerly tax- 
exempt, have voluntarily given up their 
exempt status. This voluntary action has 
made them subject, at once, not only to 
federal income taxes, but also to full 
compliance with regulations of the Se­
curities and Exchange Commission, with 
respect to the issues of securities. Many 
new problems have arisen, both in the 
Bureau of Internal Revenue and the SEC,
with respect to which the cooperation of 
your committee has been sought, and 
whereunder we may be of assistance to 
such Bureaus in the future. It is the 
intention and desire of the committee to 
cooperate in the solution of these new 
problems, either by direct contact with 
the bureaus involved, or in collaboration 
with the American Institute’s standing 
committees for cooperation with such 
bureaus, as the circumstances and the 
desires of those committees of the Insti­
tute may warrant and direct.
Respectfully submitted,
Walter L. Bradley, Chairman 
Thomas J. Cogan 
John J. Harrington 
Lewis Lilly 
George C. Ludolph 
Wayne E. Mayhew 
A. William Morris 
I. D. Wood
April 30, 1948.
COMMITTEE ON SAVINGS AND LOAN ACCOUNTS
To the Council of the
American Institute of Accountants :
Gentlemen : The committee believes 
that the attitude of the federal authorities 
on the examination of savings and loan 
associations by the independent public 
accountant is important. A close relation­
ship between the public accounting pro­
fession and the authorities is helpful and 
this committee will endeavor to strengthen 
cooperation between them.
It is the continuing responsibility of 
the public accountant to demonstrate the 
value of his services to savings and loan 
associations and to continue the education 
of management to the value of surprise
examinations by professional accountants. 
This committee considers, also, that one 
of its important functions is to act as 
liaison between practitioners throughout 
the country and the federal authorities 
supervising savings and loan associations. 
Accordingly, it welcomes information, 
suggestions, and criticisms that may help 
it in carrying out this objective.
Respectfully submitted,
Marshall M. Thomas, Chairman 
J. Bernard Brown 
Crofford H. Buckles 
Thomas A. Williams 
Clyde A. Zukswert
May 1, 1948.
II.
REPORTS ON PROFESSIONAL AFFAIRS
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COMMITTEE ON PROFESSIONAL ETHICS
To the Council of the
American Institute of Accountants :
Gentlemen : Since its election last 
November, the committee on professional 
ethics has held one full meeting, on May 
1, 1948. Most of the work of the com­
mittee has necessarily been done by cor­
respondence.
Bookkeeping Services
The committee received an inquiry 
from a member as to his status under 
the Institute’s rules of conduct in the 
following circumstances:
He was the executive vice-president 
of a corporation, holding a license to 
render bookkeeping and tax service un­
der a nationally advertised trade name. 
The corporation of which he was an 
officer advertised and solicited business 
within the state in which the member 
resided. His name and title, with the 
initials CPA, appeared on the letterhead 
of the corporation. Transmittal letters to 
customers, enclosing monthly financial 
statements, were written under this let­
terhead and were signed by the member 
as executive vice-president, without re­
peating the initials CPA after his signa­
ture.
After extensive correspondence on this 
question, the committee invited the mem­
ber to appear before it at a meeting of 
the committee, to discuss the matter. 
The member indicated a desire to con­
form with the rules of conduct of the 
Institute, but expressed the view that he 
had renounced public accounting prac­
tice because the corporation did not offer 
to make audits for the purpose of certi­
fying the financial statements it submitted 
to its customers. The member regarded 
himself as engaged in the business of 
public bookkeeping, serving many en­
terprises, but always in the same capacity 
as that in which a comptroller or general 
accountant customarily serves a single 
enterprise. On this assumption, he had 
believed that the rules of professional 
conduct did not apply to his activities.
He reported, however, that, at the re­
quest of his own state society of certified 
public accountants, he had discontinued 
all advertising and soliciting on behalf 
of the corporation, and had omitted from 
its letterhead his own name and the 
initials CPA.
After a full hearing of the views of 
the member, the committee reached the 
conclusion that the member was actually 
engaged in the practice of public account­
ing because the corporation of which he 
was executive vice-president presented to 
the business units which it served finan­
cial statements based on their accounts, 
accompanied by transmittal letters or re­
ports, indicating that the financial state­
ments had been prepared by an inde­
pendent, outside agency, holding itself 
out to be qualified in this kind of work. 
It was the opinion of the committee that 
the presence of the transmittal letter or 
report tended to add credibility to the 
financial statements in the eyes of third 
parties, and that this placed the work 
of the member concerned within the field 
of public accounting.
The committee advised the member 
that, in its opinion, the rendering of book­
keeping and related services in conjunc­
tion with which financial statements are 
rendered to customers on plain unwater­
marked paper, or on stationery of the 
customers, without transmittal letters or 
reports indicating that such statements 
had been prepared or examined by an 
agency outside of the customers’ own 
organizations, would not be held to be 
the practice of public accounting.
Having held that the member concerned 
was engaged in public accounting prac­
tice, the committee advised him that he 
was in violation of Rule 11 of the Rules 
of Professional Conduct, which reads as 
follows:
“A member shall not be an officer, di­
rector, stockholder, representative or 
agent of any corporation engaged in the 
practice of public accounting in any state 
or territory of the United States or the 
District of Columbia.”
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The member requested a reasonable 
time to adjust his affairs so that he 
would not longer be in violation of any 
of the rules of conduct, and inasmuch 
as no formal complaint had been filed, 
but the matter had arisen from an in­
quiry by the member himself, the com­
mittee agreed to take no action until the 
member had had a reasonable time to 
adjust his affairs.
Mergenthaler Case
During 1946 there was considerable 
publicity concerning a serious defalca­
tion known as the Mergenthaler case. 
Acting in accordance with previous gen­
eral instructions from council, the com­
mittee requested a statement from the 
firm of auditors which served the 
Mergenthaler company, members of 
which are members of the Institute. This 
matter has not been reported upon pre­
viously because litigation was pending.
We have now received a statement 
from the auditing firm, and are informed 
that the lawsuits are to be tried solely 
on questions of law and that, probably, 
no question of accountancy will be in­
volved. There has been no criticism of 
the auditing firm by any officer or direc­
tor of the Mergenthaler company, and 
the auditing firm has continued to be 
engaged by the company.
The statement of the facts and circum­
stances surrounding this matter, submit­
ted to us by the auditing firm, appear to 
this committee to be reasonable and based 
upon our understanding that the facts to 
be developed in the lawsuits will be in 
agreement with the statements made to 
us, we do not propose to pursue this 
matter further.
Analysis of Cases
The record of a court opinion, 
containing references to activities of a 
member of the Institute, was received by 
the committee. On invitation, the mem­
ber involved submitted a statement of his 
position in the matter, which has had the 
study and consideration of the committee. 
At the request of the chairman, a mem­
ber of the committee and a member of
the council of the Institute, arranged a 
conference with the respondent to obtain 
a clarification of statements made by the 
member. After receipt of a full report 
of the conference, and study of all the 
facts, the committee has resolved to re­
port the matter to the executive commit­
tee in order that the member concerned 
may be summoned to appear before the 
trial board.
47-1. The committee received from 
the Securities and Exchange Commission 
a release, containing the findings and 
opinions of the Commission in a proceed­
ing resulting in suspension for one year 
of a firm of public accountants. The 
committee communicated with the mem­
bers of the Institute concerned, and 
arranged for a council member, resident 
in the state of the respondents,, to in­
vestigate all the facts. As a result of 
the report, and a thorough review of 
the case, the committee resolved that the 
senior partner was solely responsible in 
the matter. The committee has now been 
advised by the secretary of the termina­
tion of the membership of the partner 
involved under the automatic provisions 
of Article V, Section 2, of the by-laws 
of the Institute, and has therefore closed 
the file in the case.
47-4. A complaint has been received 
alleging solicitation of clients of another 
member by a firm of public accountants, 
of which partners are members of the 
Institute, in violation of Rule 7. An ex­
planation has been received from the 
members concerned on the basis of which 
the committee has closed the file in the 
case.
47-5. The attention of the committee 
was called to material mailed out by a 
chamber of commerce, bearing the name 
and address of a firm of public account­
ants, partners of which are members of 
the Institute. On the basis of the explana­
tion submitted by the members concerned, 
the committee has closed the file in the 
case, but has requested the members not 
to permit a repetition of the incident, 
since in its opinion it violated the spirit 
of Rule 10 of the Rules of Professional 
Conduct.
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47- 6. The committee received a com­
plaint that a firm of public accountants, 
of which partners are members of the 
Institute, had solicited a client of another 
public accountant. The committee re­
ceived an explanation from the members 
concerned, on the basis of which the file 
in the case has been closed in the absence 
of evidence that the client had been 
served professionally by the com­
plainant.
48- 1. A simultaneous complaint was 
made to the Institute and to a state so­
ciety alleging solicitation on the part of 
a member of the Institute of clients of 
other public accountants. The committee 
has received an explanation from the 
member concerned, and a report of the 
action of the state society in this mat­
ter. In view of the disciplinary action 
taken by the state society, and the re­
spondent’s assurance that the offense will 
not be repeated, the Institute committee 
has resolved to close the file in this case.
48-2. The committee has received from 
a state society a copy of a resolution 
reporting the expulsion from member­
ship in the society of a member of the 
Institute. The committee has requested 
a detailed report of the facts in the mat­
ter for its consideration. In view of the 
fact that the Institute has no rule of con­
duct similar to the one under which the 
state society’s action was taken, it re­
solved that the matter be dismissed for 
want of jurisdiction.
48-3. The committee has received a 
complaint alleging violation on the part 
of a member of Rule 7 of the Rules of 
Professional Conduct. A similar com­
plaint was made to a state society of 
certified public accountants, and the com­
mittee is awaiting action by the state 
society before proceeding in the matter.
48-4. The record of a court opinion, 
suggesting unprofessional conduct on the 
part of a member, has been received by 
the committee. The committee has re­
quested additional information from the 
plaintiff in the case in order that it may 
proceed with its consideration of the mat­
ter.
48-5. The attention of the committee
has been directed to a release of the 
Securities and Exchange Commission, in 
which a firm of accountants, of which 
partners are members of the Institute, is 
mentioned in a manner which suggests 
the possibility of infraction of the Rules 
of Professional Conduct. The committee 
has requested the members concerned to 
submit a statement of their position in 
the matter.
Summary of Inquiries 
and Responses
Q. Assuming that I was appointed co­
executor of an estate of a client whose 
major asset was represented by stock in 
four or five companies of which I was 
independent auditor, would it be permis­
sible for me to continue as independent 
auditor, furnish certified financial state­
ments and perform the regular audit work 
which was done during the life of the 
client, or would it be necessary for me to 
resign as co-executor in order to con­
tinue as the auditor of the companies 
involved ?
A. Under the circumstances presented, 
you may properly serve as co-executor 
of the estate and continue other public 
accounting practice, but you would be 
well advised to refrain from acting as 
co-executor of the estate while at the 
same time acting as independent auditor 
of the companies in which the estate has 
a substantial interest. If you attempted 
to serve in the dual capacity, your inde­
pendence might be questioned, and you 
would possibly be charged with viola­
tion of the Rules of Professional Conduct.
Q. I am a practicing public accountant 
and have been approached by a large in­
surance company with a proposition that 
I act as broker in handling industrial 
and commercial loans. This work is not 
with clients. However, it is possible that 
some of my clients would be interested 
in obtaining funds of this kind. Would 
such an arrangement be incompatible 
with the practice of public accounting?
A. Under the Rules of Professional 
Conduct of the Institute, you cannot act
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as a broker and an independent account­
ant at the same time. To do so would 
place you in violation of Rules 4 and 15 
of the rules of conduct of the Institute.
Q. We have seven senior accountants 
(only one of whom is a CPA) whom we 
desire to be publicly known as “associ­
ated” with our firm. We have considered 
the following plan: (1) Announce in 
the papers that they have become “Asso­
ciates,” and place their names as such 
on our office door. (2) Enter into a 
contract with each man wherein it will 
be stated that he is an “Associate” and 
describe the terms of his employment. 
None of these men will have any capital 
investment in our firm. Would such a 
plan be permitted under the rules of the 
Institute ?
A. There is no objection to the proce­
dure as outlined. It is assumed that the 
announcement you propose to insert in 
the papers will conform to Rule 10 of 
the Rules of Professional Conduct. In­
asmuch as the contract is with respect to 
terms of employment, there is no viola­
tion of the rules. If the arrangement 
with the senior accountants was such 
that they became partners, the provisions 
of Rule 1 would, of course, apply.
Q. We are engaged in the compilation 
of a Business and Professional Directory 
for 1948 and 1949. The certified public 
accountants of this city, at a regular 
meeting, voted to include their profes­
sional cards in our publication. Each 
listing was to include the name, address, 
and telephone number of each accountant, 
under the heading “Accountants, Certified 
Public.” Our book will be a general 
directory similar to the telephone direc­
tory, and will include nothing under 
the accountants’ listings that might be 
considered “Advertising” in the display 
sense of the word. Would such listings 
be permitted under the Institute’s rules?
A. Rule 10 of the Institute’s Rules 
of Professional Conduct permits a paid 
listing in a directory, the text of which 
is restricted to the name, title, class of 
service, address, and telephone number
of the person or firm, and it shall not 
appear in bold type, box, or other form of 
display or in a style which differentiates 
it from other listings in the same direc­
tory. The rule does not permit the in­
sertion of professional cards.
Q. Is it proper for an accounting firm 
to show on its letterhead the cities in 
which are located firms with which cor­
respondent relations exist, if such rela­
tionship is clearly indicated?
A. There is no objection to the proce­
dure of showing on your letterhead cities 
in which correspondent relations exist, 
provided such relationship is clearly in­
dicated.
Q. I have joined a local merchants 
association, consisting of business and 
professional men, the purpose of which 
is to promote and encourage trading in 
a particular section of our town. The 
association proposes to write a letter to 
some 6,500 families in this particular 
section, asking their support and patron­
age for members of the association, which 
will carry a roster of the membership. 
Would it be a violation of the rules of 
the Institute for my name to appear as 
a CPA in this roster?
A. Such a listing in a circular of this 
nature would be considered advertising, 
and as such would be in violation of Rule 
10 of the Rules of Professional Conduct.
Q. The city of which I am a resident 
is planning to have an audit made of its 
accounts. A few accounting firms have 
been approached, but no single firm in 
the state has the necessary staff to prop­
erly audit the books. Most of the 
citizens of the city want an audit, but 
the funds are not available to have a 
complete audit made. From a profes­
sional standpoint, would it be proper for 
several firms to submit a joint proposal 
to audit the accounts during the slack 
season at lower rates than the prevailing 
rates ?
A. There seems to be no reason why 
the plan suggested would not be a proper 
one. There is nothing in the rules of
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conduct of the Institute to prevent any 
member from working for nothing if he 
pleases, nor is there anything to prevent 
the collaboration of several firms of ac­
countants in performing a single engage­
ment. Care should be taken to avoid 
violation of Rules 2 and 6, however.
Q. A corporation is being formed for 
the purpose of rendering services to hos­
pitals, including purchasing, employ­
ment, and legal and accounting services. 
The stock of the corporation would be 
divided 51 per cent to be held by the 
president, and 49 per cent by the lawyer 
and the accountant. I have been asked 
to serve as the accountant and would 
hold 24½ per cent of the stock. My 
work would consist of auditing the vari­
ous hospitals and supervising the account­
ing work of the corporation. It would 
also include the preparation of monthly 
management reports to the hospitals. The 
fees charged by the corporation to the 
hospitals will be on a contract basis of 
a specified amount per bed per month. 
This fee would include all accounting 
and legal services. My fees to the cor­
poration would be on a strictly per diem 
basis. Would there be anything unethical 
in my holding stock in this corporation, 
and serving at the same time as auditor 
for the corporation? In either case state­
ments and reports submitted by me would 
be signed by me as a CPA and not as 
reports of the corporation; however, I 
would be employed directly by the cor­
poration and not the hospital.
A. It would be unethical for you to 
hold stock in the corporation and also 
serve as accountant for the corporation. 
If you do not hold stock in the corpora­
tion, there would be no objection to your 
being named by the corporation as the 
public accountant who has accepted an 
engagement to specialize in this work. 
Such an arrangement could provide either 
for your billing the hospitals or billing 
the corporation for services rendered. 
The proposed plan creates a situation 
whereby you would be auditing your own 
records and rendering reports thereon 
and there is danger of lack of inde­
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pendence. If you do not sign checks, 
accept other operating responsibilities or 
actually exercise the features of internal 
control yourself, and if you restrict your 
services to advice as to internal control 
and accounting, there is no reason why 
you cannot maintain your independence.
Proposed Amendment to Rule 15
The question as to bookkeeping services 
discussed earlier in this report has raised 
question as to the appropriateness of the 
language of the present Rule 15, which 
reads as follows:
“A member of the American Institute 
of Accountants engaged simultaneously 
in the practice of public accounting and 
in another occupation must in both capac­
ities observe the by-laws and rules of 
professional conduct of the Institute.”
The adoption of this rule arose out of 
an instance in which a member of the 
Institute was engaged simultaneously in 
the practice of public accounting and in 
management engineering, which in some 
areas involved the rendering of services 
of a nature similar to those rendered by 
public accountants. The management 
engineering firm, of which the member 
concerned was a partner, engaged in ad­
vertising and Rule 15 was adopted to 
prevent the recurrence of such a situa­
tion.
Under a literal interpretation of the 
present Rule 15, a member engaged in 
public accounting practice, who might 
also be the officer of a business corpora­
tion which advertised its products, and 
solicited customers for its products, might 
be held to be in violation of the rule. The 
committee believes that this rule was not 
intended to apply to commercial enter­
prises.
On the other hand, it has developed 
that members engaged in businesses 
(such as public bookkeeping) or profes­
sional activities other than the practice 
of public accounting (such as manage­
ment engineering), in which they ren­
dered services similar to services rendered 
by public accountants, would not be pre­
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vented from advertising under Rule 15, 
unless they were simultaneously engaged 
in the practice of public accounting.
The committee believes that the original 
purposes of the rule would be accom­
plished more satisfactorily, and that pres­
ent ambiguities would be eliminated, by 
amendment of the rule to read as follows:
“A member of the American Institute 
of Accountants, engaged in an occupa­
tion in which he renders services of a 
type commonly rendered by public ac­
countants, must observe the by-laws and 
rules of professional conduct of the Insti­
tute in the conduct of that occupation.”
Respectfully submitted,
Donald M. Russell, Chairman 
Parry Barnes 
Earl A. Waldo 
C. Oliver Wellington 
Raymond D. Willard
May 3, 1948.
COMMITTEE ON STATE LEGISLATION
To the Council of the
American Institute of Accountants :
Gentlemen: At the meeting of coun­
cil at Miami Beach, November 6, 1947, 
a resolution was adopted instructing the 
committee on state legislation to restudy 
the position of the Institute in reference 
to regulatory accounting legislation, in 
the light of recent developments, and 
that sufficient time be allocated to dis­
cussion of the subject in the spring 1948 
meeting of council. After adoption of the 
resolution a member of council requested 
that sufficient factual material be pro­
vided so that the council can form a 
judgment as to the success or failure of 
regulatory legislation in the states which 
have had experience with it so far.
Under the instruction of the committee 
the staff of the Institute has summarized 
as much of the factual data in its posses­
sion as seems to have a direct bearing 
on the present problem and by direct 
correspondence with some of the states 
has obtained other information of cur­
rent interest. All this factual material 
appears as a supplement to this report. 
It has been reviewed by all the members 
of the committee on state legislation and 
the committee believes that the general 
observations in this report are consistent 
with the facts set forth in the appendix 
as the committee interprets them.
The Institute's Present Legislative 
Policy
The Institute’s present policy on ac­
counting legislation may be summarized as 
follows: The Institute favors regulatory 
legislation of the type reflected in the form 
of regulatory public accounting bill pre­
pared by its committee on state legislation 
but it does not urge or engage in efforts 
to obtain any legislation in any specific 
state at any specific time, initiation of 
action on state legislation being regarded 
as the prerogative of state societies. Over 
the years the committee has consistently 
followed the policy of assisting and co­
operating closely with state societies in 
obtaining legislation that would best serve 
the profession.
The ingredients of which this policy 
is composed have been developed through 
prolonged and sometimes stormy discus­
sions over a long period of years. A re­
view of the reports of the committee on 
state legislation for the past ten years 
in particular will show the reasoning 
on which the present policy is based. 
Members of council are urged to review 
these reports in preparation for the dis­
cussion which will take place at the 
spring 1948 meeting. The reports appear 
in the successive yearbooks. Of particu­
lar interest are the two reports submitted 
in the fiscal year of 1945-1946 which ap­
pear in the yearbook bearing those dates 
and which summarize the general trend 
of legislative events up to that time, and 
the latter of which sets forth the twelve 
basic statements of legislative policy 
which were later submitted to the mem­
bership in questionnaire form and ap­
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proved by a great majority of those who 
replied.
Circumstances Which Suggest
Reconsideration at This Time
There has never been unanimity on 
the subject of regulatory legislation 
within the profession. There has in re­
cent years been a minority in the council 
itself which opposed regulatory legisla­
tion. No one knows how a majority of 
the members of the Institute would vote 
at any given time on any specific bill 
embodying a regulatory feature. Many 
members, it is believed, have changed 
their minds from time to time on this 
question.
One reason for reconsidering the mat­
ter now, therefore, is that the profession 
as a whole is obviously not yet in agree­
ment. This means that there must be per­
suasive argument on both sides. It is 
wise for the council to re-examine the 
subject matter continually in the search 
for a solution which will be acceptable to 
the profession as a whole.
Another related reason for recon­
sideration of a legislative policy is a 
rapid increase in recent years in the num­
bers of non-certified public accountants, 
public bookkeepers, and tax consultants, 
and their organization in substantial num­
bers in state and national associations 
which in some instances have demon­
strated considerable political power.
Enactment of a regulatory public ac­
counting bill of the two-class type, so- 
called, may present different problems 
today than those which were encountered 
years ago when this form of legislation 
was originated.
The Long Range Objective
The long-range objective implicit in 
the Institute’s legislative policy is to 
protect the public against the practice 
of public accountancy by persons not 
qualified. The present policy of the In­
stitute seeks to bring about a situation 
under which no one may audit and certify 
financial statements or use the title “public 
accountant” or “certified public account­
ant” unless he has met certain educational, 
experience, and examination require­
ments for licensing by the state and is 
subject to rules of professional conduct. 
In other words, at present the best means 
of attaining the objective appears to be 
restriction of the use of special titles 
in signing reports for third parties to 
licensed persons. It is quite clearly not 
the objective to regulate other fields such 
as bookkeeping or tax work in which 
the interests of the employer or client 
alone, and not those of the public as a 
whole, are at stake.
If this objective should be obtained 
only public accountants who were sub­
ject to regulation could certify financial 
statements which might be relied on by 
a third party. Other practitioners calling 
themselves by other names could con­
tinue to render accounting services of 
other kinds.
If this objective receives the support 
of the profession it might be reached in 
any one of several ways:
1. By the two-class bill suggested by the
Institute’s committee on state legisla­
tion under which all public account­
ants now in practice are licensed but 
in the future licenses may be obtained 
only by passage of CPA examination.
2. By granting CPA certificates by waiver 
to all bona fide public accountants 
now in practice and closing the door 
in the future and prohibiting certifica­
tion of financial statements or use of 
the title “public accountant” in the 
future to any except those who be­
come certified public accountants by 
examination. This method was re­
cently followed in the Province of 
Quebec, Canada.
3. By leaving the CPA laws as they are 
but attempting to have legislatures en­
act amendments to the business laws 
of the several states prohibiting any 
other than a certified public account­
ant from certifying financial state­
ments which might be used by third 
parties. (This would not prevent the 
use of the title “public accountant” by 
non-certified accountants.) The con-
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stitutionality of such amendments has 
not been explored by the committee.
Immediate Problems
The long-range objective is one thing 
and the immediate legislative problem is 
quite another. Even if the profession as 
a whole supports the idea that certifica­
tion of financial statements and use of the 
title “public accountant” should ultimately 
be restricted to certified public account­
ants by examination, it is entirely possible 
that in any or all states at any particular 
time members of the profession would 
not acquiesce in the introduction of spe­
cific legislation designed to bring this 
condition about. There is always a danger 
that a bill which is wholly acceptable to its 
sponsors in the form in which it is in­
troduced may emerge as enacted by a 
state legislature in an utterly different 
and wholly unacceptable form.
But there is also a danger that by tak­
ing no action, organized certified public 
accountants may encourage other ag­
gressive groups to initiate legislation far 
more undesirable than that which certi­
fied public accountants might be willing 
to accept.
It cannot be emphasized too strongly 
that there is no security in any type of 
legislation or in any legislative policy. 
Undesirable legislation has been intro­
duced and in some cases enacted in both 
regulatory and non-regulatory states. 
Regulatory bills have been introduced by 
non-certified accountants in some states 
in which the CPA societies have opposed 
them. In some cases where CPA societies 
have introduced regulatory bills, non-cer­
tified groups have attempted to have 
them amended in ways which the certified 
public accountants regard as undesirable. 
In a few cases certified public accountants 
and non-certified groups have been able 
to compromise their views and agree on 
regulatory bills.
The Institute’s long-range objective in 
approving regulatory legislation is to 
protect the public interest against the 
certification of financial statements by 
those who have not met certain educa­
tional, experience, and examination re­
quirements and who are not subject to 
rules of professional conduct. One of 
the objectives of the organized non-cer­
tified accountants appears to be to secure 
some kind of licensing or recognition 
for themseles so that they may be 
regarded as a part of the organized ac­
counting profession. It appears that the 
two-class type regulatory bill can accom­
plish both objectives.
Alternative to Present Policy
The alternative to the present policy 
of the Institute is to disapprove regula­
tory legislation, or to adopt a wholly 
neutral position, leaving the matter to 
the individual states to settle. The sec­
ond course would appear to be highly 
undesirable as it would be simply an 
avoidance of the responsibility of leader­
ship. It would leave the profession na­
tionally with no objective and no pro­
gram.
A determination to regard the endorse­
ment of regulatory legislation as a mis­
take, and frankly to reverse the position 
of the Institute would give support in­
definitely to the status quo.
This would mean not only taking a 
defensive position in the face of inde­
pendent legislation introduced by non- 
certified groups, but would also appear 
to approve, even though tacitly, the pres­
ent situation in which anyone may call 
himself a public accountant, and in which 
anyone may certify financial statements 
without being subjected to professional 
control or discipline, the public being 
able to discriminate between unqualified 
and qualified only to the extent that it 
recognizes the significance of the one 
word “certified.”
Factual Summary
In 1895 two accountancy bills were 
introduced in the New York State Legis­
lature. Both were restrictive in nature, 
but not in any way analogous to regulatory 
legislation as that term is used today. 
Neither bill was reported out of commit­
tee. Before adjournment of the Legis­
lature a meeting of over 50 public account­
ants created a committee of 14, which
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comprised representatives of the Ameri­
can Association of Public Accountants, the 
Institute of Accounts, and accountants 
who were not members of either society. 
This committee drafted a bill omitting 
the restrictive provisions, but too late 
for it to receive consideration in 1895. 
With some minor changes, it was en­
acted in 1896 and became the first CPA 
Law in the United States. During the 
next 10 years, to 1906, CPA Laws were 
passed in 9 states, and in all by 1925. 
But in no state did the original law 
limit the practice of public accounting 
to holders of CPA certificates.
Maryland, in 1924, was the first state 
to pass a law regulating the practice of 
public accounting. Eighteen states and 
one territory now have regulatory ac­
countancy laws.
Exhibit A of this summary shows, by 
states, the date of the original account­
ancy law, and years in which the law 
was amended, codified, or revised. The 
regulatory states are grouped separately. 
The committee doubts that any conclu­
sions can be drawn through comparing 
the frequency of legislative changes in 
the two groups. An attempt to compare 
and evaluate any legislative activity in 
a regulatory state with that of a non- 
regulatory state might constitute a report 
as long as this entire summary, and such 
a report to be wholly useful would re­
quire an appraisal of the forces existent 
at inception of the various laws and 
the gathering of opinions as well as facts. 
This summary has of necessity been held 
as closely as possible to factual infor­
mation.
Exhibit A does indicate that account­
ancy legislation has undergone numer­
ous changes, that it is evolutionary, and 
that the legal recognition the profession 
has attained has come only through 
struggle and continuing adjustment. Just 
a cursory review of legislative changes 
shows that the great majority were to 
strengthen the profession and were a 
counterpart to the growth of the account­
ing profession.
Efforts to obtain from states having 
regulatory laws factual information con­
cerning the number of public account­
ants initially registered or the number 
of CPA certificates issued by waiver or 
special examination have not been fruit­
ful. We understand that in California, 
for example, where the 1945 law pro­
vided that municipal and state accounting 
employees and veterans might register, 
over 21,600 applications for registration 
have been filed with the board. As of 
April 1948 about 11,900 permits to prac­
tice had been issued and 2,202 certified 
public accountant certificates were reg­
istered. The California law does not 
provide for continuing registration. Many 
government employees and veterans reg­
istered as “insurance” in case they might 
some day wish to enter the profession. 
In Maryland, under the 1924 law, there 
were 274 public accountants initially 
registered, as against 104 certified public 
accountants, and a total of twenty-five 
CPA certificates by waiver were granted 
under the 1924 law. In some of the regu­
latory states, special examinations, either 
written or oral, had been given to regis­
tered public accountants, on the basis 
of which the CPA certificate was granted.
Two general conclusions can be drawn 
from the somewhat limited factual data 
available: First, when a regulatory law 
is enacted, provision is made for register­
ing those in public practice, either 
through registration as public account­
ants, or by waiver, or by special examina­
tion for the CPA certificates; and sec­
ondly, the percentage of registered public 
accountants to certified public account­
ants appears to be higher in laws enacted 
in recent years, compared with early 
regulatory laws.
Exhibit B sets forth the standards 
set up initially by state boards of account­
ancy in thirteen of the regulatory states, 
to determine who might be registered as 
public accountants. A vital question to 
be considered by any state contemplating 
enactment of regulatory legislation is 
the number and qualifications of those 
to be registered.
Exhibit C shows the legislative activity 
in all of the states for the period 1937- 
1947, based on information taken from
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reports of the committee on state legis­
lation, and on legislative activities re­
ported from time to time in The Certified 
Public Accountant. This table shows the 
general nature and the wide range of 
legislation introduced and passed.
On at least twenty-nine occasions in 
the ten-year period 1937-1947 waiver 
legislation was introduced into the state 
legislatures. On fifteen occasions waiver 
bills were introduced in regulatory states, 
and in two instances such bills were en­
acted. On fourteen occasions waiver bills 
were reported in states having permissive 
laws, and in three instances waiver bills 
were enacted. On thirty-four occasions 
regulatory bills were introduced during 
the ten-year period, and in nine instances 
such bills were enacted (one of the nine 
being in Illinois which had a regulatory 
law).
On eighteen occasions, bills to change 
the educational requirements for the CPA 
certificate were introduced. On seven 
occasions, the law was amended, and, in 
most every case, the educational stand­
ards were raised.
It is not surprising to find during and 
after a period of war, legislation grant­
ing special consideration to applicants 
for the CPA certificate who had military 
service. On thirty-four occasions bills of 
this nature were introduced, and amend­
ments favoring applicants with military 
service were enacted on seventeen oc­
casions.
Undesirable bills are found to have 
been introduced in states having regula­
tory laws and in those having permissive 
laws. This renders credence to the state­
ment made earlier in this report, that 
no form of legislation will guarantee 
stability or grant security.
Exhibit D summarizes responses to a 
questionnaire sent out by the State So­
ciety Service Department, to state socie­
ties and their chapters on July 2, 1947. 
Fourteen states and two territories have 
gone on record as favoring regulatory 
legislation. Four states have gone on rec­
ord as favoring permissive legislation.
Twenty-five states failed to state their 
policy in the questionnaire or reported 
that their societies had adopted no policy, 
and of this number six have regulatory 
laws.
In closing this summary, it seems ap­
propriate to point out the following new 
developments on the legislative horizon:
1. An organization, national in scope, 
has had bills introduced that would set 
up special boards to issue the certifi­
cate of “certified tax accountant.”
2. Bills introduced in more than one 
state last year contained provisions 
sponsored by the National Society of 
Public Accountants, which would pro­
hibit further issuance of CPA certifi­
cates, and make the certified public 
accountants a “dying class.” There 
has been no concrete evidence that the 
National Society of Public Account­
ants is in favor of all the basic prin­
ciples of regulatory accountancy legis­
lation contained in the Institute’s 
model regulatory bill.
3. Bills providing for the registration of 
public bookkeepers have been intro­
duced in Florida and Michigan.
4. The Public Accountants Society of 
Ohio has issued to its members, cer­
tificates as “registered public account­
ants of PASO.”
 
The committee on state legislation feels 
that it is of the utmost importance that 
the profession meet these forces with a 
united front and with a program that will 
best serve the public interest.
Respectfully submitted,
John H. Zebley, Jr., Chairman
Frank A. Boland
Roy C. Comer
John R. F. Cowan
Stanley V. Davies
W. Waller Grogan
Joel D. Harvey
Clifford V. Heimbucher
Silas M. Simmons
Samuel M. Wellborn, Jr.
April 15, 1948.
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REPORT OF THE BOARD OF EXAMINERS
To the Council of the
American Institute of Accountants :
Gentlemen : Since the annual meeting, 
the board has held three regular meet­
ings. A major part of the work of the 
board of examiners has been conducted 
by correspondence and through numer­
ous subcommittee meetings.
Examinations
The Ohio State Board of Accountancy 
will start using the uniform certified 
public accountant examination in May 
1948. There will remain but three states, 
namely, Pennsylvania, Maryland, and 
Wisconsin, which do not use the ex­
amination prepared by the board of ex­
aminers.
The examination and grading service 
constitutes one of the major responsi­
bilities of the board, and no effort has 
been spared to improve further the 
adequacy of the examination and the 
quality of the service rendered to state 
boards of accountancy. The American 
Accounting Association has, upon re­
quest of the board of examiners, ap­
pointed a committee to study past ex­
aminations and explore ways for possible 
improvement of the uniform examina­
tion. The board has sent a letter to the 
members of all state boards of account­
ancy, enlisting support in the examination 
work, and seeking recommendations for 
changes that would more fully serve the 
needs of state boards.
Seven thousand four hundred and 
ninety-two persons sat for the uniform 
examination in the various states in 
November 1947. A total of 11,361 papers 
were submitted to the Institute for grad­
ing. The direct grading costs totaled 
nearly $40,000. Technical assistance in 
the preparation of the examination, paper, 
and printing, cost nearly $10,000, bring­
ing the cost to $50,000. Revenue from the 
state boards of accountancy was a little 
over $32,000. The net loss, making no 
allowances for administration, overhead, 
etc., for the November examination, was 
nearly $18,000. The size of the deficit
resulted not only from an increased 
grading cost per candidate but also be­
cause the volume of papers graded in 
November 1947 was 11,361 as compared 
with 8,303 papers in May 1947.
The board of examiners has viewed 
with concern the rapidly rising cost of 
the examination service, and the execu­
tive committee has requested that the 
board do everything possible to econo­
mize. Toward this end the board has 
taken a number of steps, among which 
has been arrangement for temporary 
rental of rooms at a nearby building to 
relieve the crowded conditions under 
which the grading staff worked.
The board has referred to state boards 
of accountancy for consideration a pro­
posal that the fall examinations be held 
in October rather than November so 
that the grading period would not ex­
tend into the busy season.
Elijah Watt Sells Awards
The following candidates were selected 
to receive the Elijah Watt Sells prizes 
for excellence in the November 1947 
examination :
Clayton L. Bullock, Miami, Fla.—first 
prize—gold medal.
Donald C. Brabston, Birmingham, Ala.— 
second prize—silver medal.
Philip F. Brier, Dorchester, Mass.—hon­
orable mention.
Joseph Meagher, San Francisco, Calif.— 
honorable mention.
The awards will be presented by the 
chairman of the board of examiners at 
the general session of the annual meet­
ing in September.
Applications and Admissions
The board’s work from September 1,
1947, through March 31, 1948, as a board 
of admissions, is summarized as follows:
From September 1, 1947, to March 31,
1948, the board of examiners received 
971 applications and recommended 921 
applicants for admission. As of March 
31, 1948, 477 applications were pending.
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Since September 1, 1947, the board 
has rejected twenty-one applications be­
cause of the lack of experience equiv­
alent to public accounting. Nine were 
rejected for other reasons.
The board considered a proposal 
referred to it by council, that Article II, 
Section 2(c), of the by-laws, might be 
amended, to substitute for the clause, 
“or shall have had experience which in 
the opinion of the board of examiners 
is equivalent to two years’ public ac­
counting practice,” the clause, “or shall 
have had other experience which in the 
opinion of the board of examiners is 
satisfactory.” After full discussion of 
the proposal, the board decided that the 
proposed change was not necessary at 
this time.
In spite of the large number of appli­
cations that have come before it thus 
far in the fiscal year, the board has not 
relaxed its scrutiny of each application.
The board is indebted for the whole­
hearted cooperation it has received from 
members of the Institute, and especially 
from members of council who have, upon 
request, in confidence, obtained informa­
tion that was essential in ascertaining an 
applicant’s fitness for membership.
The board will welcome the views of 
council as to ways in which the func­
tions carried out under the board’s direc­
tion can more fully serve the Institute 
and the profession.
Respectfully submitted,
J. William Hope, Chairman 
Frank Ahlforth 
Walter N. Dean 
Ira N. Frisbee 
J. Cyril McGarrigle 
Kenneth M. Montgomery 
Donald P. Perry 
John W. Queenan 
Edward J. Stegman
April 23, 1948.
COMMITTEE ON PUBLIC INFORMATION
To the Council of the
American Institute of Accountants :
Gentlemen: An expanded public in­
formation program was budgeted and 
approved by council a year ago. To 
carry out this program, a public infor­
mation director and public relations 
counsel were selected by the secretary 
and a special committee appointed for 
that purpose. Both of them assumed 
their duties in November 1947.
The general public relations objec­
tive of the Institute was stated as follows 
in a report by the secretary: “to bring 
about a favorable attitude toward certi­
fied public accountants on the part of 
those members of the general public who 
are likely to have any influence on the 
future welfare of the accounting profes­
sion.”
The policies and methods to be fol­
lowed in the attainment of this general 
objective have been spelled out in a 
booklet, “The Public Relations Program
of the American Institute of Account­
ants,” prepared by the public relations 
counsel and public information director 
with the advice and approval of the 
secretary and the public information 
committee. This pamphlet, which has 
been sent to members of council and to 
the public information committees of 
state societies and chapters, should serve 
as a guide to public relations activities 
for some time to come.
This interim report of the public in­
formation committee covers the six 
months during which the new program 
was being formulated, and outlines the 
initial steps which have been taken 
toward putting it into efect.
Special Problems
Our desire to obtain an ever more 
favorable public opinion of the account­
ing profession is not motivated solely by 
a wish to be liked. The Institute has at 
least three specific current problems in 
connection with which public support is
Committee on Public Information
needed. These are: (1) legislation; (2) 
relations with lawyers; (3) the Insti­
tute’s position on financial reporting 
during an inflationary period.
It is important, therefore, not only to 
maintain and build up the prestige of 
the accounting profession generally, but 
also to obtain the widest possible public 
understanding of the Institute’s posi­
tion on these particular problems. Activ­
ities of the public information depart­
ment have been planned with this in 
mind.
Legislation
During the past year there have been 
two bills in Congress which would cur­
tail the field of practice of certified pub­
lic accountants, and numerous bills have 
been introduced in state legislatures to 
lower CPA standards or set up a perma­
nent class of registered public account­
ants. In general, this unfavorable legis­
lation had been successfully resisted up 
to the time this report was prepared.
When a Congressional subcommittee 
held hearings on HR 2657 in January, 
the director of the public information 
department went to Washington for con­
sultation with legal counsel and Institute 
officers, and issued a press release there 
on the Institute’s position.
For use in state legislatures, the de­
partment prepared a detailed factual 
statement on CPA standards, covering 
historical background, the nature of the 
examination, and reasons for high pro­
fessional requirements. This was 
adapted and used with conspicuous suc­
cess in combating an undesirable bill in­
troduced in the Virginia legislature, and 
was also sent to the New York and 
Kentucky societies, which had special 
legislative problems this year. This 
statement will be part of a legislative 
kit now in preparation for use next year, 
when many more legislatures will be in 
session. The kit will also contain an 
outline of the various actions which may 
be taken in connection with state legis­
lation, pattern press releases for use with 
state society statements, sample letters to 
legislators and editors, and possibly a
33
pattern speech. The department also as­
sisted the New York State Society in 
plans and preparation of material which 
led to the repeal of the Oliver law.
Relations with Lawyers
In addition to the efforts dealing with 
unfavorable legislation sponsored by the 
Bar Association, a formal statement of 
the accountants’ position was prepared, 
explaining why it would be against the 
public interest to curtail the CPA’s role 
in tax practice, but also leaving the door 
open for future cooperation with the legal 
profession. This statement was discussed 
at length with Institute officers and mem­
bers of the committee on federal taxation, 
revised in accordance with suggestions 
received, and published in the March 
issue of The Journal of Accountancy.
The department prepared a pattern 
speech for use by members of the Insti­
tute which deals at some length with the 
lawyer-accountant situation, and shorter 
explanations have been included in other 
speeches and public relations material.
Inflation
Accountants generally and the Insti­
tute particularly have been subjected to 
attacks from some quarters during the 
year because of the position taken in 
Accounting Research Bulletins Nos. 29 
and 33.
Recognizing the importance of making 
the reasons for our position clear to the 
public, the department in cooperation 
with the secretary and the research de­
partment has arranged a number of con­
ferences on this subject with representa­
tives of business groups and the 
press, and has prepared discreet com­
munications to editors and financial writ­
ers explaining the stand which has been 
taken.
The accounting treatment of profits 
in an inflationary period is a major 
problem in public relations as well as in 
theory and practice. Plans have been 
formulated for further meetings and 
more extensive public relations activities 
in this field during coming months.
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Cooperation with 
State Societies
The public relations program approved 
by this committee places special em­
phasis on providing assistance to the 
officers and public information committees 
of state societies and chapters.
In addition to the booklet outlining 
the Institute’s program, a “how-to-do-it” 
booklet giving step-by-step procedures 
for carrying out public information and 
publicity programs has been prepared for 
distribution to state society and chapter 
officers, secretaries, and members of pub­
lic information committees.
A third pamphlet, containing public 
relations suggestions for the individual 
member, has been completed and will be 
distributed in the near future. This is 
entitled “Public Opinion and the Ac­
counting Profession.”
Two pattern speeches, “What is In­
come ?” and “What Accounting Means to 
You,” were prepared for use by Institute 
members invited to address Rotary and 
Kiwanis clubs and other laymen’s groups. 
These have been distributed through the 
public information committees of state 
societies and chapters. In addition, since 
January, 48 requests for the first speech 
and 45 for the second have been received 
directly at Institute headquarters.
An institutional advertising series was 
prepared in the fall of 1947, and made 
available for use by societies and chap­
ters which found it suitable to their 
particular needs. It has been used in 
local newspapers by seven state societies.
Total distribution of the public infor­
mation pamphlet, “What Does an Audi­
tor’s ‘Certificate’ Mean?” has now 
reached 87,536 copies, most of it han­
dled by state societies and chapters.
Working with the committee on co­
operation with bankers and other credit 
grantors, the public information depart­
ment has assisted in publicity and 
arrangements for meetings of account­
ants and bankers in several cities, and 
has distributed for the information of 
other societies a transcript of a Phila­
delphia meeting which covered a broad 
range of questions and answers likely to
arise in such meetings. The department 
has also assisted in the planning and 
publicity arrangements for the Middle 
Atlantic States Accounting Conference, 
to be held in July, and the Mountain 
States Accounting Conference, to be held 
next November.
The legislative kit mentioned above, 
containing a variety of suggestions and 
material to be used in combating unfavor­
able bills or promoting desired legis­
lation, will be distributed to state soci­
eties in the late summer or early fall. 
This kit will include materials which 
can be adapted to the policies and special 
problems of any society, and may be 
supplemented with particularized as­
sistance when needed.
Publicity
Since November 1, 1947, the depart­
ment has issued over 120 press releases, 
including about 40 in connection with the 
annual meeting, and about 50 announcing 
committee appointments which were sent 
to local newspapers throughout the coun­
try. Although clipping bureau service 
is incomplete, clippings have been re­
ceived showing use of material from 
these releases in 55 newspapers in 21 
states.
A multilith booklet showing results 
from issuance of press releases was sent 
to members of council just prior to this 
meeting.
Releases of special importance, which 
obtained considerable newspaper space, 
covered the accounting research bulletin 
on “Income and Earned Surplus,” the 
statement on auditing procedure entitled 
“Clarification of Accountant’s Report 
When Opinion Is Omitted,” the testing 
program developed by the committee on 
selection of personnel, and recommenda­
tions presented to Congress by the com­
mittee on federal taxation.
Letters sent by the department to 
trade journals brought six requests for 
articles on the natural business year, 
which were prepared for signature by 
members of the natural business year 
committee. Four of these articles have 
been definitely accepted for publication.
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and the other two are still under con­
sideration.
The department made the arrangements 
and prepared the script for an appear­
ance by the chairman of the committee on 
federal taxation on a national radio 
hookup February 29, and has prepared a 
script to be used on a local station in 
connection with a forthcoming Texas 
Society meeting.
Speakers Bureau
The speakers bureau in the public in­
formation department has filled a number 
of local requests for accountants as 
speakers, and assisted in the publicity 
for speeches by Institute officers and 
members throughout the country. Out­
standing speaking engagements arranged 
by the department include those of the 
president of the Institute at the Annual 
Finance Conference of the American 
Management Association, and of other 
Institute members before the American 
Statistical Association, the New York 
Society of Security Analysts, the Na­
tional Conference of Commercial Re­
ceivable Companies, the New York 
Chapter of the Tax Executives Institute, 
and the Accounting Employers Confer­
ence at the University of Michigan.
The Continuing Program
Good public relations cannot be 
achieved on an intermittent or peace- 
meal basis. The Institute has recognized 
that there must be a continuing flow of 
information to the public about the ac­
counting profession, not only through 
press releases, but through all other 
available media, including speeches, 
magazine articles, radio, and direct con­
tacts between members of the profession 
and other groups.
While the prestige of the certified pub­
lic accountant is high, he needs public 
support to maintain and enhance his pro­
fessional standing. This public support 
cannot be turned on and off just when it 
is needed because of a particular legis­
lative or professional problem.
The program approved by the com­
mittee on public information is based 
on four principal concepts:
1. Public relations, in terms of this pro­
gram, is defined as the art of deserving 
and achieving public understanding 
and support.
2. The program represents an extension 
of public relations work which has 
been carried on for more than ten 
years and is now being expanded to 
meet current needs and opportunities.
3. Execution of the program will be in 
keeping with the standards and ethics 
of the accounting profession, and in 
accordance with the policies governing 
all Institute activities.
4. The focal points of public relations 
are personal and local. The national 
program is therefore designed to serve 
the individual CPA, state societies and 
local chapters.
In accordance with these principles, 
the public information committee be­
lieves that the public relations program 
should continue to be one of the Institute’s 
major activities.
Respectfully submitted,
J. Harold Stewart, Chairman 
William M. Black 
John C. Martin 
N. Loyall McLaren 
George E. Perrin
April 27, 1948.
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COMMITTEE ON EDUCATION
To the Council of the 
American Institute of Accountants :
Gentlemen : The committee has 
stated its objectives in the following 
terms:
To promote the general standing of 
the profession by such appropriate means 
as:
(1) Dissemination of information to 
students and faculties of high 
schools, preparatory schools, mili­
tary academies, and colleges.
(2) Development of accounting cur­
ricula.
(3) Encouragement of the internship 
plan.
(4) Promotion of staff training.
(5) Organization of refresher type 
courses.
It will be observed that this program 
conforms to four stages of activity in 
an accounting career:
(1) Secondary education.
(2) Collegiate education.
(3) Working toward a CPA degree on 
the staff of a public accountant.
(4) The certified public accountant.
The committee’s activity in respect to 
dissemination of information to secondary 
and collegiate schools has been largely 
that of finding out what is now being 
done by the various state societies. To 
this fend a questionnaire was sent out, 
but it has not been possible to summarize 
the replies in time for this report.
The committee proposes strongly to 
encourage the internship idea, i.e., the 
temporary employment of the college 
student before graduation with the ob­
jective of:
(1) Obtaining extra help during the 
peak season.
(2) Observing the potentiality of pro­
spective permanent employees.
(3) Assisting students in their college 
work by giving them direct contact 
with actual public accounting work 
and real business activity.
(4) Giving the student a further means 
of deciding whether he wishes to 
take up public accounting as a 
career.
There are a number of matters to be 
considered in promoting the internship 
idea and the committee proposes to get 
out something on the subject dealing 
with selection of the students, compensa­
tion policies, on-the-job training, termina­
tion interviews, and so on.
A questionnaire has been sent to the 
deans of some 60 collegiate schools of 
business administration to determine 
whether they have an internship pro­
gram, and, if not, whether they are in­
terested in developing one. The commit­
tee proposes to progress from time to 
time in the adoption of internship pro­
grams by schools which do not now have 
them. It is felt that the broad acceptance 
of the internship idea can contribute a 
great deal to the solution of the peak 
season problem and can produce other 
benefits.
You will be interested to know that 
we have been approached by a repre­
sentative of the motion picture industry 
to incite our interest in having a film 
produced (for a fee), depicting the life 
and work of a public accountant. The 
proposition is to expose “one million 
young men a year” in high schools and 
colleges to this cinema and thereby arouse 
their interest in public accounting. The 
committee has not arrived at a conclu­
sion, but feels safe in assuming that 
there would be high entertainment value, 
in so far as the profession is concerned, 
in the Hollywood concept of the work 
of an accountant. The price suggested, 
however, is between $15,000 and 
$30,000.
In respect to staff training, the com­
mittee is exploring the possibility of 
developing cooperative staff training 
programs (below the CPA level), pri­
marily for the use of the moderate sized 
and smaller firms whose principals find 
it especially difficult to devote sufficient 
time to staff training, and who might be
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interested in going in with other similar 
firms in their community on a coopera­
tive basis. This project is being care­
fully explored to determine the need and 
the probability of acceptance of the idea.
As you may know, the committee is 
sponsoring an “Accountants’ Graduate 
Study Conference” at the University of 
Michigan June 16-18, inclusive. Similar 
conferences at other schools are also under 
consideration. Percival F. Brundage lec­
tured at such a conference in Oxford 
(England) last year, and communicated 
his enthusiasm about it to the commit­
tee.
We hope this Michigan conference will 
be the first of a long series. This is a 
sort of “retreat” — permitting one to 
withdraw briefly from the daily routine 
of pressures and annoyances to the com­
paratively calm, objective, and leisurely 
atmosphere of the campus, and recapture, 
at east in part, some of one’s youthful 
experiences.
We have been especially successful in 
obtaining lecturers and discussion lead­
ers. Edward A. Kracke will talk on 
“Auditing Standards,” and in his “judg­
ment-exercise” will undoubtedly handle
the subject very capably. Carman G. 
Blough will talk on “Inventory Pricing,” 
Mark E. Richardson on “The Account­
ant’s Place in Tax Practice,” and John
B. Inglis on “New Developments in 
Accounting.”
Do not forget that you will have the 
privilege of subjecting these authorities 
to questioning in the discussion periods. 
Before leaving this subject, I would 
like to mention that these conferences will 
be self-sustaining.
The committee has set up a fairly 
ambitious program, and its consumma­
tion will require plenty of work, in­
cluding visits to educational institutions 
and state societies. I just learned a 
few days ago from our Executive Direc­
tor that “budget trouble” might interfere 
with acquiring a successor to Mr. Burton. 
We believe it is essential to have an edu­
cational director to act as the primary 
agent in carrying out the extensive organi­
zation work required by the program.
Respectfully submitted,
John W. McEachren, Chairman
May 3, 1948.
COMMITTEE ON SELECTION OF PERSONNEL
To the Council of the
American Institute of Accountants :
Gentlemen: The period under review 
has been for the project with which your 
committee is charged, primarily one of 
conversion—conversion from a research 
to an operating basis. It has been con­
cerned with the problems normally en­
countered in industry during similar pe­
riods, determination of the market for 
the product concerned, adaption of the 
rough product to the needs of the market, 
and last, but by no means least, financing. 
It is hoped that council will be able to 
assist the committee in the solution of 
these problems.
The project and its development have 
been amply described in prior reports of 
the committee, but a brief reiteration will
probably be helpful in an understanding 
of the problems. It was undertaken as a 
research project in 1943 under the aus­
pices of the committee and under the di­
rection of Dr. Ben D. Wood of Columbia 
University. Its purpose was to develop 
and perfect tests which would enable 
employers, educators, and students to 
measure objectively the student’s likeli­
hood of success in public accounting 
work and thus, not only to attract stu­
dents of higher caliber into that work, 
but also to divert from useless study those 
students whose records indicated little 
hope of success in this field.
The project was made possible by the 
generosity and cooperation of Dr. Wood, 
his associates, the Educational Records 
Bureau, and numerous colleges who have 
provided facilities for, and data with re­
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spect to, experimental testing. Financially 
it has been made possible by approxi­
mately $80,000 subscribed by a relatively 
small group of practitioners, and by $20,- 
000 allowed to the project from Institute 
funds.
The committee believes that the sums 
so far expended are amply justified by 
benefits such as the following:
a. The prestige of the Institute and of 
the profession has been raised in colleges 
and in industry as a result of the publicity 
attaching to the development of the tests.
b. A liaison has been established with 
the colleges which should result in co­
operation to our mutual advantage in the 
matter of education for accounting.
c. The prestige and liaison above re­
ferred to cannot fail to assist us in the 
solution of recruitment problems.
d. The Strong Vocational Interest Test 
has been taken by several thousand prac­
ticing accountants, and significant norms 
have been established as a result thereof. 
It has been demonstrated that this test, 
which is available to anyone at nominal 
cost, provides a significant index of fac­
tors which, read in conjunction with 
other factors, indicate possibility of suc­
cess in the profession.
e. Information of the greatest potential 
value has been developed with respect to 
the use of objective type examinations 
covering accounting and related subjects. 
The value of this information has been 
further enhanced by specific discussion 
thereof in two of the four bulletins issued 
by the project office.
f. The booklet, “Public Accounting as 
a Career,” has been published, and thirty- 
five thousand copies of it have been dis­
tributed to schools, accounting firms, in­
dividuals, libraries, etc.
g. The tests already taken have yielded 
results in terms which have permitted col­
leges to measure the effectiveness of their 
educational processes against an over­
all college average. It must be assumed 
that those finding themselves in the lower 
ranks have taken, or will take, steps lead­
ing to the improvement of their methods 
and curricula.
h. Attention has been focussed on the 
value of scientific testing and the part 
that it can play in raising personnel 
standards.
Dr. Wood’s initial restraint with re­
spect to the possible value and effective­
ness of the tests has now given place to 
cautious enthusiasm. He has had ample 
experience with similar projects devel­
oped for other professions and he be­
lieves that we are several years more ad­
vanced than they were at a correspond­
ing age. The growing acceptance of, and 
interest in, the tests by colleges, by prac­
titioners, and by industry is best evidenced 
by the factual and statistical data attached.
The first major problem encountered 
in coverting the tests to an operating 
basis stems from the wide interest dis­
played as above indicated. It is evident 
that a project which may have been in­
itiated exclusively for public practitioners 
has enlisted the interest, not alone of 
practitioners, but also, in a provocative 
degree, of industrial accountants. It must 
be remembered that a relatively small per­
centage of accounting students come into 
public practice in the first instance and 
that a large percentage of trained ac­
countants are in industry. It must also 
be remembered that, from the long range 
point of view, those engaged in public 
practice must benefit from a general rais­
ing of the level of those engaged in ac­
counting, industrial as well as public. In 
the light of these considerations, there­
fore, the committee decided that the tests 
should be made available, so far as pos­
sible, to accountants generally.
The position had already been taken 
that major emphasis on the tests must 
eventually rest in the accounting col­
leges and that every effort should be made 
to develop our work at that level. This 
policy, coupled with the extension of the 
tests to the industrial field, naturally ag­
gravates the financial problems faced by 
the project, because, despite their aca­
demic interest, neither students nor col­
leges appear to be disposed to provide 
more than a nominal financial contribu­
tion to operating costs.
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Contributed funds cannot carry the 
program through its present commitments 
much beyond July or August of this year. 
It is, unfortunately, impossible at present 
to guess at the volume of possible use of 
the tests or at the price which might 
eventually be charged for their use. For 
purposes of this discussion, however, it 
is estimated that a program, which would 
make tests available to colleges, to prac­
titioners and to industrial accountants, 
but in which research and development 
would be almost completely curtailed, 
would cost from $30,000 to $40,000 per 
annum. It does not seem reasonable to ex­
pect that either the Institute or those who 
have contributed to the research phase 
of the project would be willing to pro­
vide financing at the level indicated for 
an indefinite period.
Two methods of providing financing 
have received consideration but have not 
been pursued for the reasons indicated:
a. To interest a Foundation or Foun­
dations in taking over the whole project 
or in contributing materially to its costs. 
No active campaign in this direction has 
been conducted by the committee now re­
porting. It does, however, have the bene­
fit of Dr. Wood’s experience in this field 
and of such information as has come to 
it in a relatively casual way. Based on 
this limited information, the committee 
does not believe, at this stage of the proj­
ect’s development, that there are very 
good chances of obtaining material con­
tributions from Foundations. It is further 
believed that, even were such contri­
butions obtained, so much control would 
be transferred from the Institute’s com­
mittee to the participating Foundation 
that it would be difficult to justify a 
charge against either the Institute or 
individual members for the uncontributed 
balance of cost.
b. To interest a group of industrial 
organizations in a similar manner. No 
effort whatever has been made by your 
committee in this direction. It seems ex­
tremely unlikely, however, that industry 
would be willing to participate materially 
without requiring corresponding control.
Such control could scarcely fail to be 
reflected in staff recruitment and to place 
the profession in an even less favored 
position in this respect than it now oc­
cupies.
Conclusions
Your committee’s considerations of 
these problems have led it to the conclu­
sions :
a. That abandonment of the project at 
this stage would involve the loss of 
the very successful research work so 
far done, at a time when its value to 
both the profession and industry has 
been clearly demonstrated to, and 
recognized in, both of those fields. 
Moreover, there can be no doubt that 
such a course would result in serious 
impairment of the prestige which the 
Institute has acquired as a result of 
its leadership in the field of scientific 
testing.
b. That full conversion from a research 
to an operating basis may take a period 
of from two to three years, and
c. That the funds required during this
period are most properly sought from 
the parties now at interest—firms who 
see value in the project—the Institute 
—Associations of Industrial Account­
ants, etc. ,
d. That, based upon exploratory discus­
sions already held with representa­
tives of the National Association of 
Cost Accountants and the Comp­
trollers Institute, there is reason to 
hope that one, or perhaps both, of 
these organizations would be willing 
to share the cost and direction of the 
project with us.
e. That it would be possible to obtain 
contributions to the extent of $10,000 
per annum from interested firms for 
the years 1948-1949 and 1949-1950.
In these circumstances, the committee 
seeks an appropriation from council for 
the conversion of the project to an oper­
ating basis in the amount of $10,000 per
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annum for each of the years 1948-1949 
and 1949-1950.
Matters Regarding Which the 
Members of the Committee Have 
Been Unable to Reach Agreement
There is a substantial body of feeling 
within the committee to the effect that 
both testing and recruitment should be in 
the hands of a permanent staff of the 
Institute and the staff of any allied 
organizations which might participate in 
the project. The committee has been ad­
vised informally by the secretary of the 
Institute that, in view of the calls upon 
the time of the Institute’s central organi­
zation resulting from the activities now 
administered by it, it would be imprac­
tical to undertake the administration of 
a testing and recruitment project despite 
the importance of such activities. It is 
recognized by all members of the com­
mittee that these activities involve numer­
ous administrative decisions and the ex­
penditure of a considerable amount of 
time by those responsible for them.
There is an even distribution of opin­
ion within the committee as to the action 
that should be taken should council decide 
FACTUAL AND STATISTICAL
A. Tests administered to date, 
exclusive of the current 
spring program:
Strong Blanks..................... 4,627
Orientation Tests................ 38,199
Achievement Test, Level I.. 5,372 
Achievement Test, Level II. 1,236 
Experimental Tests............... 13,065
Total ................................. 62,499
B. Total participating colleges.. 103
C. Extensive norms have been 
established for the tests as 
follows:
a. Orientation Test
1. Norms for first-year college stu­
dents
2. Norms for second- and third-year 
college students combined.
3. Norms for college seniors.
4. Norms for employed accountants.
that it is not practicable to expand the 
Institute organization to include the activ­
ities referred to and to engage a full time 
staff therefor. One group is of the opin­
ion that such action should lead auto­
matically to discontinuance of the project 
as soon as present commitments are com­
pleted. The other group is of the opinion 
that the committee and the present Insti­
tute staff should work together, as they 
have in the past, for a period of a year or 
two at most, during which it is hoped that 
a practical basis for operation of the 
project will have been devised and put 
into effect.
Separate Report re Objective 
Type Examinations
The committee has addressed to you, in 
a separate report, recommendations re­
specting the possible use of objective 
type questions by the Institute’s board 
of examiners in connection with its uni­
form CPA examinations.
Respectfully submitted,
Harold R. Caffyn
Chairman
April 14, 1948.
DATA RESPECTING PROJECT
b. Achievement Test, Level I
1. Norms for first-year college stu­
dents
2. Norms for second- and third-year 
college students combined.
c. Achievement Tests, Level II
1. Norms for college seniors.
2. Norms for employed accountants.
D. Five bulletins published, three report­
ing the results of three testing pro­
grams and two explaining the use of 
objective tests in accounting.
E. An IBM report form developed for 
keeping a central file of test results 
for all candidates tested by the pro­
fessional battery. The file is set up 
so that ready reference to results for 
any individual tested in any part of 
the country is possible.
F. The following tests are now available:
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a. Two forms of the Orientation Test
b. Two forms of the Achievement 
Test, Level I
c. Two forms of the Achievement 
Test, Level II
d. The Strong Interest Inventory, 
with norms developed for practic­
ing accountants on twenty-seven 
different occupational scales.
e. A file of test items drawn from 
twenty experimental tests has been 
set up containing difficulty and 
validity data for more than four­
teen hundred items. This file will 
serve as a source of items for 
new forms of tests as they are 
needed.
G. Professional testing inquiries received
through March 31:
Accounting firms .......................... 37
Individual ....................................... 39
Business and industry ................ 67
Counseling agencies ................... 8
Government agencies ................. 6
Accounting organizations ............ 10
Geographic distribution—31 states
Typical big industry inquiries:
E I du Pont de Nemours & Co. 
Universal-International Pictures 
National Dairy Products Corp.
Johns-Manville Corp.
Welch Grapejuice Co.
American Machine and Foundry Co. 
Mutual Benefit Life Insurance Co. 
Hamilton Watch Co.
Esso Standard Oil Co.
U S Steel Corp.
Westinghouse Electric Corp.
General Electric Co.
Standard Oil Co. (Cleveland) 
International Telephone and Tele­
graph Corp.
Governmental agencies:
United States Department of Agricul­
ture, Audit Branch 
Washington, D. C.
Tennessee Valley Administration 
Knoxville, Tennessee
Veterans Administration 
Washington, D. C.
H. A Regional Testing Program has been 
set up in Michigan under the direc­
tion of the selection committee of the 
Michigan Association of Certified 
Public Accountants. This program 
will provide local testing for both 
certified public accountants and those 
engaged in industry. Similar plans 
are under consideration by other state 
CPA groups.
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SPECIAL REPORT
BY COMMITTEE ON SELECTION OF PERSONNEL 
RE OBJECTIVE TYPE EXAMINATIONS
To the Council of the
American Institute of Accountants :
A general report has been made by 
the committee to council covering the 
committee’s operations for the first half 
of the current fiscal year. This supple­
mentary report relates to a question which 
appears to merit separate consideration.
One of the outstanding lessons learned 
as a result of the five years of research 
by the committee is in connection with 
the so-called objective type of examina­
tion. Very few of those who have been 
associated with the selection program 
started with any thought that this type 
of examination would lend itself to tech­
nical subjects. We have learned, however, 
that not only is it well adapted to testing 
knowledge in these subjects, but that it 
appears to have certain distinct advan­
tages over the generally accepted so- 
called narrative form of examination.
The objective type test, and its applica­
tion in the accounting field, has been the 
subject of Bulletins Nos. 2 and 2-A, pub­
lished by the committee on selection of 
personnel. A full discussion of the nature 
and applicability of tests of this type is 
contained in those bulletins. It will pos­
sibly be adequate, for the purposes of this 
report, to quote from Bulletin No. 2 as 
follows:
“By objectivity in an examination we 
mean that quality which makes the ex­
aminee’s answer recognizable as right 
or wrong with the exercise of little or 
no skill or judgment on the part of the 
grader. Such questions fall into types 
described technically as ‘short-answer 
forms, true-false, multiple choice, sim­
ple recall, etc.’”
Certain members of the committee on 
selection of personnel have either served 
on the board of examiners or are well 
acquainted with its problems. In particu­
lar, they have in mind:
a. The difficulty of obtaining satisfactory
and properly coordinated questions, 
including a stock-pile.
b. The lack of uniformity in grading be­
tween the various states which do their 
own grading and the Institute’s grad­
ers.
c. The difficulty in obtaining, for grad­
ing papers at the Institute, men whose 
judgment is, as it should be, at a level 
comparable with that of those setting 
the questions.
d. The high cost to the Institute of the 
preparation of papers, and the ex­
tremely high cost of the grading 
service which it provides.
The experience of the committee on 
selection of personnel leads it to believe 
that adoption of the objective procedure 
by the board of examiners would go far 
to meeting these problems. It does not 
believe that, certainly at present, the 
CPA examinations could be put entirely 
on an objective basis, but it is believed 
that steps in this direction could be taken 
almost immediately and that a substantial 
part of the examinations could eventually 
be given on that basis.
The technique of developing objective 
type tests for accounting subjects is now, 
unfortunately, in the hands of relatively 
few men. It is our belief, however, that 
the interests of the Institute and the pro­
fession might well be served were a leader 
in this field engaged by the board at this 
time, together with a junior assistant 
who could be trained in the technique. 
The cost might well be high, but it is 
difficult for us to believe that it would 
not be recovered eventually by saving in 
connection with examination costs. Nat­
urally, it is believed that the standard of 
grading would be raised in the process. 
It is believed, moreover, that the employ­
ment of such an authority in this field 
might make it more feasible for the Insti­
tute to continue the development of the 
so-called Orientation and Achievement
Committee on Placements
Tests, the cost of which now presents a 
serious problem to the committee on 
selection of personnel.
The committee understands that the 
board of examiners has already engaged 
in some discussion of this subject. It will 
be glad to cooperate with the board in
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further exploration should the council so 
desire and direct.
Respectfully submitted,
Harold R. Caffyn,
Chairman
April 14, 1948.
COMMITTEE ON PLACEMENTS
To the Council of the
American Institute of Accountants :
Gentlemen : Following the appoint­
ment of the committee on placements by 
President Bailey, a letter was addressed 
to all of the presidents of the state socie­
ties, to some thirty other representative 
practitioners, to the deans of the member 
schools of the Association of the Ameri­
can Collegiate Schools of Business, and 
to some twenty-five other prominent ac­
counting educators, inviting their com­
ments as to how the Institute might be 
helpful in coordinating most effectively 
the flow of qualified accounting graduates 
into the public accounting profession. The 
response to this inquiry was very grati­
fying and most helpful.
In summarizing the results thus far 
obtained by the committee it should, of 
course, be recognized that the work of 
the committee is only in its preliminary 
stage. This report of the committee 
should therefore be regarded only as being 
of a preliminary nature with the objective 
of providing information as to progress 
made and of determining the views and 
suggestions of council.
Summary of Practitioners' Views
In general, the practitioners appeared 
to exhibit a keen interest in the problems 
raised in the letter. As one might expect, 
there was some conflict of views. For 
example, some practitioners felt that 
serious problems existed while others in­
dicated that in their opinion there was no 
real problem. An analysis of these letters 
indicated the following major views:
(a) Several practitioners believed that 
the American Institute could and should 
set up a central clearing procedure for 
coordinating the needs of employers and 
applicants. A greater number of prac­
titioners, however, favored working out 
such activities through the various state 
societies. In several cases, the function­
ing of their own societies was described.
(b) Great emphasis was placed on the 
need for and desirability of the indi­
vidual practitioners establishing personal 
contacts with the accounting faculties of 
the colleges and universities in their areas 
so that their mutual needs could be better 
understood and coordinated. Such a pro­
cedure, it was believed, could place the 
smaller firm in an equally advantageous 
competitive position.
(c) In several instances the need was 
pointed out for reaching students at an 
earlier stage in their academic develop­
ment so that they could then be told 
about accounting as a profession and be 
interested in it at this earlier formative 
stage.
(d) Interest in and approval of the 
internship type of program was con­
firmed.
(e) Some practitioners complained of 
the difficulty of competing with the large 
private corporations. Other matters raised 
involved the profession itself such as the 
problem of maintaining permanent staff, 
salary variations, lack of appreciation of 
small firms for college graduates, and 
the like.
(f) Many practitioners believed that 
the present shortage of good men would
44 May 1948 Reports to Council
change in a few years to a condition of 
more bountiful supply.
Summary of Educators* Views
Here also, the educators indicated a 
very active interest in the entire problem 
as outlined in the letter. Again, some 
educators felt that no real problem existed 
while others felt that serious problems 
did exist. Many of the comments also 
paralleled those of the practitioners. The 
matters of special significance appeared 
to be as follows:
(a) The need for contact with students 
in the early stages of their academic work.
(b) The importance of personal con­
tacts with practitioners on the part of 
faculty members and placement officers.
(c) A restatement of the conditions 
of employment on the part of practition­
ers which must be improved.
(d) The need for education of smaller 
firms as to the need for college men.
(e) A forecast of the need of greater 
assistance in several years of a systematic 
program for coordinating employer and 
employee needs.
(f) Endorsement of the value of the 
internship plan.
Tentative Conclusions of the 
Committee
The tentative conclusions of the com­
mittee are, as follows:
(1) Early Contact with Student.
It would appear that greater emphasis 
should be given to ways and means of 
reaching men at the high school level and 
in the early college years and of pro­
viding these men with information about 
accountancy and the accounting profes­
sion. A program of this kind would 
involve, it is believed, some kind of sys­
tematic organization and direction at the 
level of the American Institute, but it 
would also involve coordination with and 
execution through the state societies. The 
program would probably include litera­
ture, personal appearances, talks, counsel­
ing service, and the like.
(2) Staff Recruiting of College
Graduates. There is at the present time 
rather intense competition between the 
larger firms for the best college graduates 
and it is quite possible that the needs 
of the smaller firms are not being ade­
quately served. In this respect, however, 
the tentative conclusions are, as follows:
(a) The competition is normal and 
healthy and it would not appear to be 
possible or even desirable to deny any 
employer the right to seek men in any 
legitimate way it chooses.
(b) While the larger firms have the 
advantage of a national name, the smaller 
firm has important advantages which are 
peculiar to its size and location. If the 
smaller firm is interested in particular 
men it can bring these advantages more 
to the front and can compete fairly well. 
The smaller firm can usually fill its needs 
from the educational institutions in its 
own locality and in these cases it has the 
benefit of more conveniently accessible 
personal contacts.
(c) While a case can be made for a 
centralized clearing house system of 
placement data at the American Institute 
level, such a plan would be expensive 
and there is no real evidence that it 
would really be the answer, irrespective 
of cost. Personal contact between the 
employer and the employee seem to be 
an essential ingredient of a good place­
ment program and a centralized plan of 
operation does not meet this requirement.
(d) A case can also be made for a 
placement program which would involve 
a clearing house system at the state 
society level. This is, of course, getting 
closer to the problem, and is a plan of 
operation carried on successfully by some 
of the larger societies. Probably it can 
only be carried out efficiently when the 
individual society has sufficient qualified 
full-time personnel.
(e) Irrespective of the foregoing, it 
seems to be highly desirable and even 
essential that the employing firms estab­
lish personal contacts with the accounting 
faculty members and placement officers 
of the colleges in their general localities. 
In this way the needs and offerings can
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be most effectively coordinated.
(3) Standard Specifications.
There seems to be a general need of 
better and more standardized specifica­
tions of the following types:
(a) Requests by employers for per­
sonnel—including the qualifications of the 
men wanted.
(b) Statements of the qualifications of 
the individuals seeking employment.
The development of such forms should 
assist materially in saving the time of 
employers, placement officers, and em­
ployees. It would also insure to a greater 
extent that data prepared in one geo­
graphical area and by different persons 
could be interchanged efficiently. The 
development of such forms would seem 
to be of the greatest importance.
In this connection it would also appear 
that the use of the standard Institute 
tests, as developed by the committee on 
selection of personnel, should become the 
regular procedure, thus providing a most 
useful uniform yardstick of technical 
ability.
(4) General. It seems to be fairly 
certain that the difficulties in obtaining 
qualified personnel during the war years 
and these immediate postwar years should 
not be a criterion of normalcy. Condi­
tions over the next few years will prob­
ably change and in several years there 
well may be such an adequate supply that 
our ideas will also change as to how 
elaborate a procedure should be set up 
to deal with the problem. However, it is 
believed that all will agree that even in
periods of good supply we need improved 
procedures and standards for attracting 
the better men into the profession and for 
screening the available supply. Hence, 
it would seem that the placement problem 
deserves the profession’s best efforts now 
and at all times in the future.
Nature of the Future Activities 
of the Committee
It is the desire of the committee that 
council express its views as to the tenta­
tive conclusions, as set forth above, and 
provide some indication of the manner in 
which the committee should direct its 
further efforts. In the case of some of 
the tentative conclusions it may well be 
that either the central headquarters or­
ganization or one of the other Institute 
committees should carry out the suggested 
action. In the case of other conclusions 
it may be the decision of council that 
the committee on placements should pro­
ceed further to the end of more definitely 
crystallizing the problems involved and 
in pursuing in a more definite fashion 
the suggested types of action. In any 
event, the committee on placements stands 
ready to carry on its activities in what­
ever manner council deems to be most 
appropriate.
Respectfully submitted,
Victor Z. Brink, Chairman 
Tillman A. Bruett 
John E. Madden 
Oscar R. Martin 
Harry Prevo
April 23, 1948.
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COMMITTEE ON COORDINATION OF ACTIVITIES OF STATE 
AND NATIONAL ORGANIZATIONS
To the Council of the
American Institute of Accountants :
Gentlemen: A fundamental objec­
tive of the State Society Service Depart­
ment is to bring the advantages of 
centralized organization to fifty-one de­
centralized organizations without in any 
way infringing upon local home rule, or 
even appearing to infringe upon it in any 
instance. Now that the department has 
been operating for about two years, your 
committee believes it desirable to review
briefly some of the results accomplished, 
difficulties encountered, and the apparent 
general effectiveness of the coordination 
activities up to this time.
In June 1946 the department suggested 
that where possible each society and chap­
ter maintain ten basic committees. The 
table below lists the number of these 
committees existing in state societies at 
periodic intervals.
The last column includes chapters, 
whereas the first three columns refer to 
society committees only.
Societies
Committees
Sept.
1946
May
1947
April
1948
Societies 
and Chapters 
April 1948
1. Accounting and auditing procedures. 23 28 47 74
2. Cooperation with bankers and other
credit grantors ............................... 24 . 30 37 62
3. Cooperation with bar associations.. 29 35 38 63
4. Education ............................................ 24 28 36 64
5. Federal taxation ................................. 28 32 37 57
6. Governmental accounting.................. 10 12 19 29
7. Natural business year .................................. 15 18 22 31
8. Professional ethics............................. 31 37 39 66
9. Public information............................. 33 38 43 88
10. State legislation................................... 35 40 44 73
252 298 362 607
This table shows that an increasing 
number of societies and chapters have 
found it of value to appoint the sug­
gested committees, thus encouraging 
activity in these fields. To the members 
of these ten committees the department 
has sent out a total of 115 releases in 
the short span of 84 weeks, or 1.4 re­
leases a week. Including state society 
and chapter presidents, as well as exec­
utive secretaries, the mailing list of the 
department totals 3,108 individuals, or 
26.5 per cent of the total membership 
of the Institute. Since many members of 
the state societies are not members of 
the Institute, this mailing list and the 
department’s column published monthly
in The Certified Public Accountant serve 
to convey the releases and suggestions 
of the department to a substantial por­
tion of the active certified public account­
ants in the country.
Of greater importance than mere vol­
ume is the degree of effectiveness of the 
suggestions contained in the releases of 
the department. This question cannot be 
answered readily, but a questionnaire 
sent out in July 1947 to all societies and 
chapters relative to their activities during 
the preceding twelve months, developed 
some interesting data. Of the 51 societies 
and 66 chapters, replies were received 
from 45 societies and 21 chapters, or a 
total of 66 organized groups. Since the
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activities of those societies and chapters 
which did not reply are unknown, the 
percentages expressed below are based 
on the replies only expressed in terms 
of 66 accounting organizations equaling 
100 per centum. They are based on the 
suggested activities for society and chap­
ter committees submitted by the depart­
ment. For the sake of brevity, only the 
more important percentages are given. 
Of the group,
47% reviewed and discussed the Insti­
tute’s Accounting Research Bulle­
tins and Statements on Auditing 
Procedure.
32% met with bankers and other credit 
grantors to discuss mutual problems.
48% followed at least one of the educa­
tional activities suggested by the 
department.
42% discussed questions concerning pro­
fessional ethics.
41% held at least one federal tax clinic. 
21% offered to assist their city govern­
ments in improved systems of ac­
counting and auditing.
52% encouraged business management 
to adopt the natural business year.
27% published or distributed suggested 
public information pamphlets.
62% considered the advisability of
adopting a definite legislative policy, 
at the suggestion of the department. 
Of these, 39% indicated preference 
for regulatory type accountancy 
legislation, 9% were for the permis­
sive type, and 14% stated no pref­
erence.
In addition, 31 or 61% of the 51 soci­
eties distributed 62,310 copies of the 
pamphlet, “What Does an Auditor’s 
‘Certificate’ Mean?” and 6 or 12% em­
barked upon a program of institutional 
advertising.
It is not intended to imply that the 
department is solely responsible for the 
increasing activity of the state societies 
and their chapters, but it is reasonable 
to assume that the work of the depart­
ment played an important role in stimu­
lating these increased activities. This 
assumption is strengthened by statements
made to the director by twenty state so­
ciety presidents attending the sixtieth 
annual meeting of the Institute. Typical 
of these statements is the following: 
“The work of the department is extremely 
useful, and we have utilized many of the 
suggestions. For example, I recently 
had republished the suggested duties for 
state society committees and have asked 
all my committees to make an effort to 
accomplish as much as possible. I hope 
that the many good ideas and suggestions 
will continue to flow as freely as in the 
past.”
But this report would not be complete 
if it failed to mention adverse comment 
made by representatives of a few state 
societies, and to point out what the ex­
perience of these two years seems to 
indicate as sound and economical ap­
proaches to the problem. Since he was ap­
pointed, in August 1946, the director has 
visited nineteen state societies and made 
seven addresses about the work of the de­
partment. He accorded careful considera­
tion to matters brought up in discussions 
that took place on these trips. Members of 
the committee have also been closely in 
touch with state society reactions at local 
levels.
It appears that despite the encouraging 
statistics on society activities, generally 
speaking, the larger state societies seem 
to need the assistance provided by the 
department only on special occasions or 
to a limited extent, and small societies 
feel that they cannot afford, or are not 
sufficiently well organized to follow the 
numerous suggestions which the depart­
ment is in a position to offer. This 
indicates that the medium-sized societies 
apparently obtain the greatest benefit 
from the suggestions made by the de­
partment, but even here there is a limit 
to the usefulness of too frequent written 
releases. This is illustrated by the fol­
lowing paragraph recently published in 
the yearbook of a medium-sized society: 
“We look to the American Institute of 
Accountants for guidance and help. The 
Institute maintains a very active State 
Society Service Department which keeps 
your officers and committee chairmen in­
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formed on various current matters. We 
have, however, no vehicle for distributing 
this valuable information to the members 
and we were forced to confess to the 
chairman of the Institute’s committee 
on coordination that most of it was 
wasted.”
Two alternatives therefore present 
themselves: (1) should assistance be 
provided by the department only upon 
specific request of individual societies, 
or (2) should the program in its essen­
tials be continued but streamlined to more 
effectively serve the specific needs and 
meet the organization problems of the 
individual societies; in other words, 
regulate output to suit demand and capac­
ity for consumption. Possibly there 
should be a rotation of emphasis on ob­
jectives over the years rather than at­
tempt complete coverage in any one year. 
Your committee believes that the second 
alternative should be adopted. This 
change of approach may involve some 
revision of work and a reassignment of
certain duties among members of the 
headquarters’ staff.
It is the opinion of your committee 
that much constructive progress has been 
made by the State Society Service De­
partment during the short period of its 
existence. Certainly the results to date 
amply justify the reasons for establish­
ing it. It is hoped that the proposed 
revisions will assist in further consoli­
dating and improving this important 
part of the Institute’s service to the pro­
fession and to the public.
Respectfully submitted,
Clinton W. Bennett, Chairman
C. Weldon Barstow
Walter G. Draewell
Simon Loeb
Russell A. Pearson
Roy L. Pope
W. B. Roberts
Cyril Talbot
Wallace W. Willard
April 5, 1948.
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COMMITTEE ON REGIONAL CONFERENCES
To the Council of the
American Institute of Accountants :
Gentlemen: Your special committee 
on regional conferences conceives it to be 
its duty to report to you its views on the 
following :
The Need for the Regional 
Accountants' Conference
The recent rapid growth in numbers of 
certified public accountants, accompanied 
by a corresponding increase in American 
Institute membership, has necessitated a 
re-examination of older practices in rela­
tion to meetings of our professional socie­
ties.
The long distances involved, and the 
large and growing membership, have 
combined to demonstrate the impractica­
bility, if not the impossibility, of attend­
ance by any substantial fraction of the 
American Institute’s membership at its 
annual meetings. In the case of meetings 
of state societies of certified public ac­
countants, with the shorter distances and 
smaller numbers involved, total attend­
ance must frequently be so small as to 
preclude the presentation of a program 
of the excellence, for instance, of that 
of an American Institute meeting.
It is the opinion of your committee 
that all purposes of the professional socie­
ties are best served if as many as possible 
of the professional accountants over the 
country have opportunity from time to 
time to meet with the officers of the Insti­
tute, and with some of the leaders of the 
Institute’s staff. Lacking the attendance 
of any large part of the membership at 
Institute meetings this can be accom­
plished only by appearance of the Insti­
tute’s officers and staff at local meetings. 
Attendance at a large number of state 
society meetings is an insupportable 
burden upon the officers and staff when 
their other duties are taken into consider­
ation.
Industry and other specialization pe­
culiar to regions has made itself felt 
among professional accountants to such 
a degree that emphasis thereon in the
programs of meetings is most helpful. 
Meetings on a national scale properly do 
not take notice of matters having only 
local interest.
In apparent response to a demand based 
upon the enumerated deficiencies in older 
practices a number of regional confer­
ences have been held over a period of 
years.
The American Institute's 
Relationships with the 
Regional Conference
The regional grouping of states, as these 
groupings now exist and as they are 
suggested herein, are arrangements be­
tween state societies. The state societies, 
however, look for leadership and guid­
ance to the Institute and your committee 
suggests that its proposals, if adopted, 
be put into practice on that basis. As 
example, suggestions are made here for 
the arrangement of states into several 
conference groups, only part of which 
follow existing pattern in this respect. 
Your committee does not pretend to have 
considered all of the reasons for or against 
the inclusion of a particular state in a 
particular region. It is our thought that 
the grouping here is suggestive only, and 
that final decision may be left to each 
state as to which region it may join; 
lacking some compelling reason to the 
contrary the grouping suggested here 
would no doubt be adopted.
Form of the Regional Conference
Your committee believes that the re­
gional conference should take its form 
and purposes from the deficiencies it was 
designed to meet. To repeat in summary 
what has been said above, these deficien­
cies have to do with the holding of tech­
nical meetings, and relate to distances, 
numbers of members, excellence of pro­
gram, attendance of the Institute’s officers 
and staff, regional specialization due to 
industry, etc.
There has as yet been shown no need 
for accountants' organizations beyond 
those of the state societies and the Amer­
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ican Institute for purposes other than 
technical meetings. The intervention of 
a regional body for another purpose 
would, in the view of your committee, 
cause confusion, as would be the case in 
state and national governmental affairs 
under such an arrangement. Present 
forms of state society and American 
Institute organization are suitable for 
purposes of administration and otherwise, 
and, being patterned after our form of 
government, are comfortably familiar.
The holding of a regional conference 
would thus call for the selection by the 
states in the group of a committee in 
whose charge all arrangements would be 
placed. The committee would elect its 
chairman and appoint the necessary sub­
committees. A chairman, and a secretary- 
treasurer of the conference, may be se­
lected by the committee, by the host state, 
or in advance by the adjourning con­
ference, as desired. The naming by each 
state of two members to a conference 
committee, with full authority to take all 
necessary steps in connection with the 
meeting, including the selection of a con­
ference chairman, has shown itself to be 
workable.
Frequency of Regional Conferences
It is recommended that regional meet­
ings be scheduled on a basis of groups 
of four suggested regions meeting alter­
nately every other year.
Titles of Conferences
The committee recommends that the 
custom of giving a special name or title 
to each regional meeting, for the purpose 
of more readily identifying it in news 
and other reports, be continued.
Conference Periods
It is recommended that the present 
schedule of technical sessions of at least 
two full days’ duration for each regional 
conference be continued.
Regional Groupings
The following groupings of state so­
cieties of certified public accountants for
future sponsorship of regional confer­
ences are recommended:
New England Accounting Conference: 
The six New England States—Connecti­
cut, Maine, Massachusetts, New Hamp­
shire, Rhode Island, and Vermont.
The Mountain States Accounting Con­
ference: Arizona, Colorado, Idaho, Mon­
tana, New Mexico, Utah, and Wyoming, 
as at present.
Middle Atlantic States Accounting Con­
ference: District of Columbia, Maryland, 
Delaware, North and South Carolina, 
Virginia, and West Virginia, as at 
present.
Southern States Accountants Confer­
ence: Alabama, Arkansas, Florida, Geor­
gia, Kentucky, Louisiana, Mississippi, 
Oklahoma, Tennessee, and Texas, as at 
present.
Central States Accounting Conference: 
Your committee suggests that there might 
be an advantage with respect to attend­
ance and continued interest if Wisconsin 
and Illinois would transfer from the 
sponsoring group for the Central States 
meeting to that for the proposed Great 
Lakes Accounting Conference, referred 
to in the next paragraph. Your committee 
is convinced that addition of these two 
states to the group sponsoring the new 
regional meeting would greatly strengthen 
that undertaking. The Central States 
Accounting Conference is at present spon­
sored by the state societies of Illinois, 
Iowa, Kansas, Missouri, Minnesota, 
North and South Dakota, Nebraska, and 
Wisconsin.
Great Lakes Accounting Conference: 
The committee suggests that an approach 
be made to the state societies of Illinois, 
Indiana, Michigan, Ohio, and Wisconsin 
with the proposal that they establish 
under their joint sponsorship a new re­
gional meeting to be known as the Great 
Lakes Accounting Conference.
Pacific Northwest Accounting Confer­
ence: Your committee suggests that the 
state societies of Washington and Oregon, 
presently sponsoring the Pacific North­
west Accounting Conference, be asked to 
approve a suggestion that they invite
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California and Nevada to join in their 
group and so form a West Coast (or 
Pacific) Accounting Conference.
Eastern Tri-State Accounting Confer­
ence: Your committee recommends that 
a regional meeting, to be known as the 
Eastern Tri-State Accounting Confer­
ence, be established by the state societies 
of New Jersey, New York, and Penn­
sylvania as sponsors.
The above suggested sponsorship group­
ing, if accepted by the state societies 
involved, will bring every state society 
in the country in the list of groupings 
sponsoring regional conferences. Your 
committee believes that in the majority 
of cases the state societies involved will 
accept the groupings as suggested above. 
In the interests of obtaining the greatest 
possible support for the regional confer­
ence plan we believe the ultimate group­
ing should be left to the states, and that 
the grouping here should be proposed 
as suggestive only. For convenience, a 
map outlining the suggested regional con­
ferences is attached hereto.
Sequence of Regional Conferences
Your committee recommends that a 
plan be worked out whereby regional con­
ferences scheduled for a particular year 
would be held one after the other within 
a period of two weeks, or such additional 
two or three days or one week as might 
be necessary. Such an arrangement 
would, among other favorable factors, 
enable American Institute officers and 
other speakers who are desired for the 
programs of all conferences to concen­
trate their travel as a group for this 
purpose within a given period. Contigu­
ous regions may meet in alternate years 
to afford accountants in the general area 
an opportunity to attend a conference 
each year.
Type of Regional Conference 
Programs
It is suggested by this committee that 
regional conference programs be stand­
ardized to the extent of providing for:
51
(a) Discussion of technical problems both 
from the viewpoint of their applica­
tion to the profession at large and 
to business conditions within the con­
ference region;
(b) Discussion of professional problems 
of general interest at both the na­
tional and local levels.
Attendance and Promotion
It is the recommendation of this com­
mittee that the present custom of opening 
attendance at regional accounting con­
ferences to financial and accounting ex­
ecutives of business corporations, as well 
as to members of the accountancy pro­
fession, be continued. Such attendance 
by outsiders affords an opportunity to 
inform them of developments within the 
accountancy profession as they relate to 
their interests, adds to the public impor­
tance and significance of the meetings, 
and sets an example to business manage­
ment and the public of the initiative and 
interest of the accounting profession in 
encouraging discussion of business prob­
lems.
Inasmuch as regional conferences are a 
more or less recent innovation in our 
professional affairs considerable emphasis 
on the promotion of attendance, at least 
in the first years ahead, is indicated. This 
work must be done with such vigor as, 
for a general thing, to encourage a change 
in the professional habits of individual 
accountants who have formerly attended 
only state society or American Institute 
meetings.
As minimum requirements in this con­
nection it is believed that each state of 
the regional group should have a com­
mittee on attendance. Advance mailing of 
printed material announcing the meeting 
to individual members of state societies 
is indispensable in states having no state 
society publication, and is indicated even 
for those that do. Notice of the regional 
conferences in the Certified Public Ac­
countant might profitably be expanded to 
emphasize the importance of attending 
the meetings. In this connection, and if 
the council approves this report, it is
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believed the Certified Public Accountant, 
and perhaps the Journal of Accountancy, 
should be utilized to communicate to the 
members over a period of time the reason­
ing that led the council to endorse re­
gional conference meetings.
Institute Cooperation
Your committee takes for granted that 
the staffs of the state society service and 
public information departments will con­
tinue to cooperate with regional confer­
ence committees in the direction of help­
ing with general plans, program develop­
ment, securing of speakers, and attend­
ance promotion and publicity, including 
radio. The American Institute staff will 
be available for advance plans meetings 
and for extending assistance to commit­
tees when conferences are actually in 
session.
1948 Conferences
Plans have been initiated for two re­
gional meetings in 1948, namely, the 
Middle Atlantic States Accounting Con­
ference, to be held at Myrtle Beach, 
South Carolina, July 12 to 14, and the 
Mountain States Accounting Conference, 
to convene in Phoenix, Arizona, Novem­
ber 8 and 9. Of course, nothing in this 
report is to be taken as suggesting any 
change in the plans for these meetings. 
It is our recommendation that work be 
started on the new basis, subject to the 
approval of all state societies involved, 
in 1949.
Area Conferences
Your committee urges that in some
instances it be suggested to small groups 
of state societies that they arrange to 
hold area conferences in years intervening 
between regional meetings. In these 
smaller meetings cooperation of colleges 
and universities could be invited and 
the meetings could be held in cities or 
on the campuses of cooperating educa­
tional institutions.
It is suggested that boundaries estab­
lished for regional conferences be ignored 
in groupings of states for the area meet­
ings. Discussions at these would, in many 
cases, develop subjects and material for 
presentation at regional conferences. The 
combination of regional and area con­
ferences alternating with each other 
would soon develop a situation by which, 
at either small or large meetings, mem­
bers of the profession would be getting 
together in many sections of the country 
each year. It is taken for granted by 
your committee that the American Insti­
tute will cooperate in arrangements for 
these area conferences.
It is not suggested that the same em­
phasis be placed on the area conferences 
as on the regional conferences, at least 
until the regional conferences are well 
established.
Respectfully submitted,
Marquis G. Eaton, Chairman 
Harvey T. Casbarian 
Benjamin E. James 
Lincoln G. Kelly 
Harold C. Utley 
Wallace W. Willard
April 8, 1948.
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COMMITTEE ON ACCOUNTANTS' LIABILITY AND LIABILITY 
INSURANCE
To the Council of the
American Institute of Accountants :
Gentlemen : The committee is con­
tinuing its efforts to eliminate claims 
against accountants. It believes the 
elimination of such claims is of equal 
importance to the carrying of insurance 
against claims. Thirty-nine companies 
have signed the form of letter to the 
American Institute of Accountants re­
garding asserting claims against account­
ants. Several other companies have 
indicated active consideration of the mat­
ter, and it is hoped that letters will be 
received from additional surety com­
panies.
The committee is also making efforts 
which, it is hoped, may eventually lead 
to reductions in premiums charged for 
accountants liability insurance as writ­
ten by Lloyd’s and two American com­
panies. The committee is also exploring 
the possibility of a group policy for those 
accountants who may not be interested
in carrying a substantial policy but who 
would like to have moderate coverage. 
As a part of this effort, the committee 
believes it would be very helpful to send 
to each member of the Institute a state­
ment by the committee and an article 
entitled “Insuring the Public Account­
ant’s Greatest Exposures to Financial 
Loss,” by Herbert L. Jamison. The com­
mittee is opposed to the general publicity 
which would result from publication of 
the same material in The Journal of 
Accountancy. The committee has reason 
to believe that many members of the 
Institute are not well informed on the 
possibilities of claims against them and 
the insurance coverage which is now 
available.
Respectfully submitted,
Norman J. Lenhart, Chairman 
Percival F. Brundage 
Frank S. Glendening 
Saul Levy
April 15, 1948.
COMMITTEE ON WAGES AND HOURS
To the Council of the
American Institute of Accountants :
Gentlemen: Your committee on
wages and hours submits herewith its 
report of activities for the current fiscal 
year of the Institute up to March 31, 
1948.
In October, President Wilcox ap­
peared on behalf of the Institute before 
a subcommittee of the Committee on 
Education and Labor of the House of 
Representatives, and testified as to the 
application of the so-called Fair Labor 
Standards Act to our profession. He 
repeated the viewpoint, as expressed by 
the Institute when the original attempt 
was made to apply this Act to staff em­
ployees, that all staff employees engaged 
in professional work were professional 
and should be exempted from the provi­
sions of the Act, and that no salary test 
should be applied. Incidentally, it ap­
pears from the questions asked by mem­
bers of the Committee, as reported in 
The Journal of Accountancy for Decem­
ber 1947, that there is grave doubt as 
to whether the Congress originally in­
tended the provisions of the Act to apply 
to those engaged in professional work.*
In the statement filed by Mr. Wilcox, 
it was suggested that the statute be 
amended by including in the present sec­
tion 13 (a) the following wording “pro­
vided that staff accountants employed 
by certified public accountants shall be 
considered as employed in a profes­
sional capacity.”
Later it was announced that hearings 
would be held by the Administrator in 
connection with the rulings under the 
Act, and the chairman of this committee
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testified on January 19, 1948, and filed 
a brief stating the position of the Insti­
tute. In this brief, reference was made 
to the petition filed by the Institute in 
1940, and that the arguments made in 
1940 are as appropriate today as before. 
The brief also recited some of the ex­
periences with the administration of the 
Act and suggested either the elimination 
of Paragraph B of Section 541.3 of the 
regulations or if not eliminated that there 
be added to said paragraph the follow­
ing wording: “nor in the case of a staff 
accountant employed by a certified pub­
lic accountant or firm of certified public 
accountants engaged in professional 
practice.”
This testimony and other testimony 
offered at the hearings is now being re­
viewed and in the course of time we 
will know whether the administrator in­
tends to continue the old provisions with 
the salary limit of $200 per month, to 
increase this limit, or to accept the 
amendment offered by which there would 
be eliminated those accountants engaged 
in professional practice.
In the meanwhile, the committee 
recommends no change in procedures, in 
accordance with the Act and its admin­
istration, that have been followed by 
members of the Institute.
Respectfully submitted,
C. Oliver Wellington, Chairman 
Frederick H. Hurdman
• Ernest O. Lothrop 
April 9, 1948.
COMMITTEE
To the Council of the
American Institute of Accountants :
Gentlemen: Historians of the Con­
necticut and Louisiana societies have 
each published installments of the stories 
of those organizations in the respective 
society magazines.
Of course, the public practice of ac­
countancy in each state was begun earlier, 
usually much earlier, than the date when 
its society was organized. Therefore it 
is gratifying that the manuscript for the 
history of the profession in Illinois re­
cently completed by Ernest Reckitt cov­
ers a period prior to the CPA law for 
that state and prior to the organization 
  of the accountants into some or all of
the associations there.
This committee has under way a com­
pilation of the First Twenty Years 
1886-1906 of the American Association 
of Public Accountants. Most of the re­
search is completed even though that 
involved more work than was anticipated. 
Books of account prior to October 1, 
1905, have not been located. And while 
it seems that the minutes of the Asso­
ciation and of its council and trustees 
have been preserved it developed that those 
minutes did not include any record of
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some important meetings. Recourse was 
had to scattered files of periodicals and 
it is hoped that most essential records are 
available.
In this investigation it was an interest­
ing surprise to the committee to learn 
that in the 1890’s the Association had 
contract arrangements with at least two, 
perhaps three, finance or law magazines 
by which they carried accountants’ de­
partments. But as yet no issue of one 
of those periodicals has been found.
The indexing of the historical mate­
rial in accountancy magazines has gone 
on, though somewhat more slowly after 
the work involved locating and borrow­
ing old issues of which copies were in few 
libraries. The Library of Congress and 
public and college libraries have helped.
To May 1, 1948, the expenditures 
have been $3,383 for the salary of the 
committee’s clerk and $482 for photo­
stats, postage, etc.
Respectfully submitted,
Norman E. Webster, Chairman 
A. C. Littleton 
Ernest Reckitt 
T. Edward Ross
April 26, 1948.
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COMMITTEE ON NATURAL BUSINESS YEAR
To the Council of the
American Institute of Accountants :
Gentlemen: Through the public in­
formation department, invitations were 
received from the editors of six trade 
magazines for authoritative articles. 
These manuscripts were prepared with 
the cooperation of your committee. So 
far, four have been accepted for publi­
cation. These are “Natural Business 
Year: A Key to Efficiency,” accepted by 
Manufacturing Confectioner; “Better 
Planning Through the Natural Business 
Year,” to be published by Pit and Quarry; 
“Efficient Planning Through the Natural 
Business Year,” accepted for publication 
in Textile Industries; and “What Is Your 
Natural Business Year?” published in 
the American Paint Journal.
The two other submitted manuscripts 
now under consideration by editors are 
“How to Find the Natural Business Year,” 
mailed to American Business, and “Natu­
ral Business Year in the Coal Mining 
Industry,” sent to the editor of Mecha­
nisation. Your committee at present is 
awaiting replies to other letters offering 
manuscripts which have been mailed to 
a number of business and trade paper 
editors.
Your committee has initiated corre­
spondence with two national organiza­
tions in which it proposes cooperative 
effort toward advancement of the natural 
business year. These are the Robert 
Morris Associates and the committee on 
radio broadcasting of the Advisory Coun­
cil on Federal Reports. At the present 
time, we are awaiting replies to these 
proposals, through which the American 
Institute would cooperate with the Robert 
Morris Associates in an effort to help 
bankers to present the advantages of the 
natural business year to their depositors, 
and aid the radio group in outlining the 
advantages of natural fiscal closing dates
to the managements of national broad­
casting networks and of individual sta­
tions.
Your committee continues to keep in 
touch with Dun & Bradstreet, in order 
that it may be informed when that or­
ganization undertakes again to conduct 
studies into recommended natural fiscal 
closing dates for various lines of busi­
ness and industry. We have just been 
informed that no studies by Dun & Brad- 
street are planned for the near future, 
for the reason it is felt that the war­
time condition which temporarily abol­
ished peaks and valleys in manufactur­
ing and sales operations has continued 
into the present postwar period. This 
situation has led to a falling off in the 
number of requests for natural business 
year information received from both 
members of the accounting profession 
and business executives. However, a few 
inquiries have been received, and these 
have been answered by your committee 
with the cooperation of the American 
Institute headquarters staff.
It is possible that the plans for coopera­
tion with the Robert Morris Associates 
and the committee on radio broadcasting 
will develop a demand for an authorita­
tive printed statement of the advantages 
of the natural business year. On this basis, 
your committee recommends that plans 
for a new public information pamphlet 
to take the place of the present outmoded 
booklet on the subject of the natural 
business year be authorized.
Respectfully submitted,
Walter F. Kuhn, Chairman 
Emmett S. Harrington 
Walter E. Heider 
Henry Knust 
Roy L. Ward 
L. C. J. Yeager
April 26, 1948.
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COMMITTEE ON ANNUAL AWARDS
To the Council of the
American Institute of Accountants :
Gentlemen : Upon the appointment of 
your present committee on awards, an 
analysis was made of the procedures 
adopted by previous committees. It was 
felt that past procedures were inadequate, 
due to the rapid growth of the Institute 
and its expanding activities. Your com­
mittee, therefore, decided it could better 
accomplish its purpose by developing 
ways and means of obtaining information 
which would enable it to pass upon those 
who might be entitled to receive recog­
nition from the Institute.
The awards established by the Institute 
are to be given for (1) outstanding serv­
ice to the accounting profession, (2) the 
outstanding book or article of the year 
in auditing or accounting, and (3) out­
standing research work in accounting or 
auditing by a student.
The committee, under date of January 
9, 1948, forwarded a number of sugges­
tions to John L. Carey, secretary, which 
the committee believed would be of as­
sistance to it in determining sources of 
information so as to enable it to function 
properly. As a result, after conferences 
with Mr. Carey, secretary, and H. T. 
Winton, assistant secretary, the following 
program has been adopted by your com­
mittee for obtaining the necessary infor­
mation :
1. Early in June, the staff of the Insti­
tute will send a letter to all members 
of the council, including state society 
presidents, asking them to suggest pos­
sible candidates for the award for out­
standing service to the accounting pro­
fession, replies to be transmitted to 
the committee on awards.
2. Early in June, the staff of the Institute 
will communicate with the following 
possible sources of information, to seek 
recommendations for the award for 
an outstanding accounting book or 
article of the year:
(a) editors of all accounting publica­
tions in this country.
(b) the research and editorial depart­
ments of the Institute, the re­
search director of the American 
Accounting Association, the book 
review editor of The Accounting 
Review, the members of the Insti­
tute’s committees on accounting 
and auditing procedure.
The staff of the Institute to com­
municate immediately with the 
president of the American Ac­
counting Association, to obtain 
his advice as to what machinery 
might be set up to invite recom­
mendation of candidates for the 
award for outstanding research 
work in accounting or auditing 
by a student in a university. Per­
haps the Association would be 
willing to communicate with the 
heads of the accounting depart­
ments of the colleges and univer­
sities at which a major in account­
ing is offered, to cover this field. 
At the same time, give publicity 
to all the awards through The 
Journal of Accountancy and The 
Certified Public Accountant, in­
viting anyone who chooses to do 
so to submit suggestions to the 
committee.
The committee would welcome further 
suggestions from the members of the 
council and others, which would further 
assist it in discharging its responsibility 
to the Institute.
Respectfully submitted,
J. Arthur Marvin, Chairman 
Robert L. Dixon, Jr.
Paul J. Graber 
Clarence L. Johnson 
Prior Sinclair
April 15, 1948.
III.
REPORTS ON
COOPERATION WITH OTHER ASSOCIATIONS
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COMMITTEE ON COOPERATION WITH 
BANKERS AND OTHER CREDIT GRANTORS
To the Council of the
American Institute of Accountants :
Gentlemen: This report is not to be 
construed strictly as a committee report. 
It is your chairman’s progress report in 
the field of cooperation with bankers and 
it presents a matter of policy which is 
deserving of careful consideration.
There has been much progress in the 
distribution of the pamphlet, “What Does 
an Auditor’s ‘Certificate’ Mean?” This 
distribution, which at the present time 
approximates some 87,000 copies, has 
been productive of the many meetings 
and discussions of the pamphlet too 
numerous to outline in this report. These 
discussions have had as participants, 
Institute members, bankers, and others 
who rely on information in financial 
statements. That discussions of the 
pamphlet will continue for some time to 
come is evidenced by the interest and 
the encouraging reports which have fol­
lowed from meetings and discussions al­
ready held.
This pamphlet, undoubtedly, has been 
a very important factor in the expansion 
of cooperation which can hardly be any­
thing but beneficial to both bankers and 
accountants. The tempo of this coopera­
tion should not be allowed to diminish 
in any appreciable degree.
In January of this year a meeting was 
held in New York City which was at­
tended by members of the Robert Morris 
Associates national committee on co­
operation with public accountants, by 
members of the American Institute com­
mittee on cooperation with bankers and 
other credit grantors, and by other rep­
resentatives of the American Institute 
of Accountants. In view of the success­
ful distribution, so far accomplished, of 
the pamphlet, “What Does an Auditor’s 
‘Certificate’ Mean?” and its wide ac­
ceptance by the banking profession, a 
climax, in a sense, had been reached. 
The primary objective remaining as re­
gards the pamphlet is continued activity
with respect to discussions of it and to 
emphasize the explanations contained 
therein which should contribute to a 
broader understanding and appreciation 
of the certified public accountant’s re­
port. The primary purpose of this meet­
ing, therefore, was to attempt to chart a 
course for future cooperation and to indi­
cate along what lines this cooperation 
should be directed. Subjects and problems 
appropriate for study and exploration by 
both groups were extensively discussed.
In addition, the Institute was reas­
sured that the bankers are still staunch 
supporters of the profession’s efforts to 
strengthen standards for the CPA certif­
icate; and that, to the extent possible, 
the bankers will support opposition to 
any lowering of such standards.
The following matter which, in my 
opinion, poses a problem of Institute 
policy is based on my assumption that 
any Institute policy or action which 
involves small business has a potential 
effect for each and every one of us in 
the profession.
In its last report to council, this com­
mittee recommended the preparation of 
a pamphlet by the Institute, primarily for 
bank credit and loan personnel, which 
would embody “Examination of Financial 
Statements” along with a summariza­
tion of important and relevant accounting 
and auditing research bulletins, and other 
material which would provide a sound 
foundation for an understanding by bank 
credit men of current accepted standards, 
procedures, and principles.
The basic material which was proposed 
for the recommended pamphlet, in itself, 
suggests that its use by bankers would 
be primary and effective with respect 
to small business.
The executive committee of the Insti­
tute, after due consideration of this 
recommendation, did not approve it for 
the following reasons:
(1) Changes in accounting and auditing 
procedure are continually being de­
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veloped, and any compilation in 
book form would immediately be­
gin to suffer from obsolescence.
(2) Any general summary of approved 
procedures might be misleading to 
bankers because of the impossibility 
of indicating the variations that are 
necessary to meet a variety of con­
ditions.
(3) The research bulletins and state­
ments of auditing procedure are 
now available to bankers.
(4) Pressure on the Institute’s staff and 
the expense of production of a 
manual or compilation of the type 
proposed would make it impractic­
able at the present time.
Related to this action by the executive 
committee was the notice which appeared 
in a recent issue of The Certified Public 
Accountant. The notice was entitled 
“Examination of Financial Statements 
Obsolete” and it suggested a number of 
reasons why the pamphlet should no 
longer be made available; and, hence, its 
withdrawal from publication.
It is significant at this point to note 
that in a recent draft of a manuscript 
prepared by the Research Department 
of the Institute, “Examination of Finan­
cial Statements” was referred to in an 
authoritative manner fifty-four times out 
of a total of eighty such references made 
to this pamphlet, and certain Accounting 
Research Bulletins and Statements on 
Auditing Procedure.
Recently a member of the Robert Mor­
ris Associates from North Carolina wrote 
the secretary of the Institute after con­
sultation with and at the suggestion of 
a member of this Institute. Two para­
graphs from this letter are quoted 
because of their significance, in my 
opinion:
“We have reviewed part of the new 
series of publications which are outstand­
ing as operating guides for practicing 
accountants. We believe, however, that 
this series is too complete and too de­
tailed for use as a guide for laymen who 
wish to be informed about the general 
standards which the AIA sets up for
practicing accountants. The old book­
lets* referred to above were usable for 
bankers and other laymen who, at best, 
can spend but little time on such studies.
In the-------------- , we have a continuing
training course for credit men who can 
not—or will not—take the time to dig 
out the few salient points they want from 
a series of bulletins. They have received 
tremendous good from the old pamphlets.
“The efforts of your good organiza­
tion to further a better understanding 
between your profession and other pro­
fessions are well known to us. With this 
in mind, would it be reasonable for us 
to suggest to the AIA that the old book­
lets are so valuable from our viewpoint 
that we urgently request that they be re­
published in existing form until such 
time as you may revise them along the 
same lines ?”
The reaction expressed in the preced­
ing quotation as to the obsoleting and 
withdrawal from publication of “Ex­
amination of Financial Statements” is 
not an isolated instance. In your chair­
man’s travels along the eastern seaboard 
for the purpose of discussing the banker’s 
pamphlet (“What Does an Auditor’s 
‘Certificate’ Mean?”) with various 
groups, he has received the same reac­
tion on many occasions and, in addition, 
not a little bit of dissatisfaction with the 
actions already taken in respect to the 
pamphlet, “Examination of Financial 
Statements.”
The pamphlet, “Examination of Finan­
cial Statements,” has served more than 
a useful purpose for a long period of 
time. It has been, in a sense, fundamental. 
Should its basic usefulness be eliminated, 
particularly, when it was designed to 
serve with respect to “small or mod­
erate sized companies” which gauged by 
$50,000 of tangible net worth constitute 
in the neighborhood of 95 per cent of 
all commercial and industrial activity in 
the United States?
It is perhaps a fair observation that a 
very substantial amount Of time is de­
*Examination of Financial Statements and 
Extensions of Auditing Procedure.
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voted by bank credit and loan personnel 
to the servicing of loans to small or 
moderate size companies where internal 
control does not exist in fact or in form. 
This type of service requires many dis­
cussions between bankers and account­
ants.
Contrasted to these situations are those 
which involve the servicing of loans to 
larger size companies of established 
financial reputation. The banker accepts 
the existence of a capable organization, 
internal control and other factors at­
tendant to bigness, along with the under­
standable difference in approach from 
an audit standpoint by the accountant. 
These loans require relatively fewer dis­
cussions with accountants.
The primary objective of this com­
mittee is cooperation with bankers and 
within my own knowledge, this coopera­
tion over the past three years has been 
most agreeable and satisfactory. Prob­
ably one reason for this has been the 
common language or understanding 
which has developed between bankers 
and accountants, and this language has 
grown from “Examination of Financial 
Statements.” To destroy this pamphlet 
will destroy the common bond between 
the two groups. This should not be per­
mitted to happen, particularly when 
bankers sincerely want, and need, such 
a pamphlet. “Examination of Financial 
Statements” should be revised or re­
written, as may be most appropriate, so 
that it would set forth accepted pro­
cedures which would meet the qualitative 
standards in current use by the profession 
with respect to small or moderate size 
companies specifically. This in turn 
would provide something useful and 
usable by both bankers and accountants.
The profession’s recognition of the 
problems, from audit viewpoint, associ­
ated with larger size companies is evi­
denced by our present standard form of 
report, the recently issued Tentative 
Statement of Auditing Standards and 
other bulletins from the committee on 
auditing procedure. Is it too much to 
ask for some consideration of the prob­
lems of and some professional support 
for the practitioners who serve small 
or moderate size business? This seems 
to be especially important if such con­
sideration will promote, continue, and ex­
pand cooperation with bankers who use 
and rely on the information furnished 
by these practitioners.
There undoubtedly is a matter of broad 
Institute policy involved here which this 
council should consider carefully; and 
perhaps the membership at large should 
be accorded the opportunity to partici­
pate in any such consideration.
Respectfully submitted,
Ralph L. Stauffer, Chairman
May 3, 1948.
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COMMITTEE ON COOPERATION WITH BUREAU OF 
ECONOMIC RESEARCH
To the Council of the
American Institute of Accountants :
Gentlemen : As chairman of the com­
mittee on cooperation with Bureau of 
Economic Research, I report that the 
members of our committee have read 
several manuscripts in draft for the 
Bureau and made suggestions to the 
authors. Our most recent meeting was 
held with the director of the Bureau, Dr. 
Arthur Burns, and Professor Keith But­
ters of Harvard to discuss a manuscript 
entitled ‘‘Taxable Income and Book 
Profit.” The meeting took all day, and
went into the subject at considerable 
length. As a result of our suggestions, 
a substantial revision is being made, in­
cluding a statement supplied by Mr. May, 
who was invited to attend our meeting.
The Bureau has expressed great appre­
ciation for the cooperation of the Amer­
ican Institute working through this com­
mittee.
Respectfully submitted,
Percival F. Brundage, Chairman 
Maurice E. Peloubet 
Maurice H. Stans
April 2, 1948.
COMMITTEE ON COOPERATION WITH STOCK EXCHANGES
To the Council of the
American Institute of Accountants :
Gentlemen : On March 31, 1948, at 
the invitation of John Haskell, vice- 
president of the New York Stock Ex­
change, the members of the committee 
and John L. Carey and Carman G. 
Blough met with Mr. Haskell and other 
officials and staff of the Exchange for 
the purpose of ascertaining whether there 
were any matters in respect of which 
they could be helpful to the Exchange. 
Representatives of the Exchange re­
quested the views of the committee on 
the following questions:
Stock Dividends
Officials of the Exchange directed at­
tention to the fact that its statement of 
October 7, 1943, on stock dividends was 
not entirely in accord with Bulletin No. 11 
issued by the committee on accounting 
procedure and asked the members of the 
committee their view as to changing the 
statement of the Exchange so as to con­
form with Bulletin No. 11. The members 
of the committee expressed approval of 
this change, subject to the concurrence
of the committee on accounting proce­
dure.
Mr. Haskell asked the members of the 
committee to give consideration to chang­
ing the accounting treatment for stock 
dividends received. The Stock Exchange 
indicated that it would like the committee 
to consider permitting companies to take 
up stock dividends as earnings at the 
same amount per share which is charged 
to surplus on the books of the company 
declaring the dividend. The committee 
agreed to refer this question to the 
accounting procedure committee.
Depreciation on Replacement Cost
The officials and staff of the Exchange 
indicated they were concerned by the 
lack of unanimity on this question in 
reports to stockholders, and expressed 
the view that it was unfortunate that 
earnings were being reported today on 
various different concepts. This ques­
tion is also being referred to the account­
ing procedure committee for their con­
sideration.
The committee also discussed with offi­
cials of the Exchange various questions
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concerning the Stock Exchange listing 
requirements.
The committee is planning to meet 
again sometime in May or June after 
some of these questions have been con­
sidered by the committee on accounting 
procedure and will subsequently meet with 
officials of the Exchange.
Respectfully submitted,
John B. Inglis, Chairman 
William Eyre 
Ralph S. Johns 
George W. Rossetter 
James B. Willing
April 26, 1948.
COMMITTEE ON COOPERATION WITH INDUSTRIAL 
ACCOUNTING ORGANIZATIONS
To the Council of the
American Institute of Accountants :
Gentlemen : While our committee as 
such has had no meetings or discussions 
with members of the Controllers’ Institute 
of America, there have been several de­
velopments during the past few months 
which we would like to bring before the 
members of the council.
In the November issue of The Con­
troller there was an editorial in which 
the American Institute was criticized for 
issuing accounting bulletins with respect 
to generally accepted accounting prac­
tices without first discussing them with 
the Controllers’ Institute. The editorial 
further indicated that the Controllers’ 
Institute was not in agreement with cer­
tain of the points enumerated in the 
bulletins, and also that the Controllers’ 
Institute was doubtful as to whether pub­
lic accountants had a sufficient back­
ground of broad business experience to 
lay down accounting principles, which 
business was to be expected to follow.
In the January issue of The Journal 
of Accountancy, an editorial appeared 
answering the foregoing. It set forth,
among other things, that the Controllers’ 
Institute had, whenever possible, been 
kept advised of the bulletins we had 
under consideration, and in general their 
contents before publication.
Subsequently, Mr. Jarchow, who is the 
new president of the Controllers’ Insti­
tute, had an informal discussion with Mr. 
Bailey and indicated regret that the edi­
torial had appeared and assured Mr. 
Bailey of the good feeling and coopera­
tion between the two organizations. He 
stated that he felt that the relationships 
were now better than they ever had been, 
and also told Mr. Bailey about certain 
changes in their internal organization 
which he was sure would further improve 
the feeling of friendliness between public 
accountants and controllers.
Summing up the situation, we believe 
that there is reason to believe that every­
thing is working out nicely, and that 
the events of this last winter have been 
helpful in clearing the air.
Respectfully submitted,
Jackson W. Smart, Chairman
May 3, 1948.
IV.
ADMINISTRATIVE REPORTS
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REPORT OF THE EXECUTIVE COMMITTEE
To the Council of the
American Institute of Accountants :
Gentlemen : The executive committee 
has held three meetings since its election 
at the meeting of council at Miami, 
November 6, 1947. Minutes of the exec­
utive committee meetings of December 
3, 1947, and March 8, 1948, have been 
sent to the council. A third meeting was 
held at Asheville on Sunday, May 2, and 
the minutes of this meeting will be mailed 
to the council in the near future.
Since council members receive minutes 
of the executive committee, it does not 
seem necessary in this report to deal with 
minor routine items. This report, there­
fore, is confined to matters which are of 
sufficient importance to warrant atten­
tion.
Election of Trial Board
As of January 20, 1948, the by-laws of 
the Institute were amended to provide 
for the election by the council of a trial 
board, consisting of 21 members, com­
posed of present or former members of 
the council, 7 to be elected for a term 
of one year, 7 for two years, and 7 for 
three years, and thereafter 7 to be elected 
each year for a term of three years. Recog­
nizing the difficulty that would be en­
countered by the council in electing 21 
members of a trial board from the floor 
of the spring meeting, the executive 
committee considered possible procedure 
to expedite the matter.
The executive committee recommends 
that at the first session of council a 
special nominating committee of mem­
bers of the council be elected or ap­
pointed by the president to nominate 21 
members of the trial board, whose names 
may be submitted for election by the 
council at a later session of the meet­
ing. In the meantime, for whatever as­
sistance it may be to the special nom­
inating committee, the members of the 
executive committee have drawn up a 
list of 21 names, with alternates, of 
members whom they would be willing 
to recommend.
International Associates
Under an amendment to the by-laws 
of the Institute, adopted January 20, 
1948, the council may elect as inter­
national associates persons resident and 
in public accounting practice in coun­
tries other than the United States, its 
territories and territorial possessions, 
who hold certificates or degrees com­
parable to the certified public accountant 
certificate in the United States. A num­
ber of communications have been re­
ceived from foreign accountants asking 
how they might apply for admission as 
international associates of the Institute 
under this provision. It seems necessary 
for the council to determine what proce­
dures shall be followed in dealing with 
applications under this provision, and 
what standards should be developed in 
evaluating the credentials of foreign ac­
countants for this purpose. The exec­
utive committee recommends that a spe­
cial committee of the council be elected, 
or appointed by the president, to de­
termine the policy under which council 
may in an orderly manner exercise its 
authority to elect international associates, 
the subcommittee to be appointed im­
mediately, to report at a later session of 
this meeting, or to report at the Sep­
tember meeting of the council, as the 
council may deem most advisable.
Inter-American Conference 
on Accounting
The executive committee approved 
suggestions submitted by the Puerto Rico 
Institute of Accountants that an Inter- 
American Conference on Accounting be 
held at San Juan in 1949, and resolved 
that the Institute render all possible 
assistance to the Puerto Rico Institute 
in arranging such a conference. It is 
understood that accounting societies of 
all countries in the western hemisphere 
would be invited to send representatives 
to such a conference.
American Institute Pension Plan
In accord with the objective of
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strengthening the Institute’s staff, and 
retaining the most efficient employees, 
the executive committee has approved 
amendments to the American Institute 
Pension Plan, which were reported to 
council in a preliminary way at its 
meeting in Miami last November. The 
executive committee rejected the sug­
gestion that the Institute’s headquar­
ters organization participate in the 
group life insurance plan which has 
been made available to members. The 
amendments to the pension plan, on 
which the approval of the council is 
requested by the adoption of several 
resolutions drafted by legal counsel, will 
raise the retirement benefits under the 
existing plan, which was introduced on 
a minimum basis in 1943, to one per 
cent of annual pay for each year of 
eligible service, ignoring the excess over 
$20,000, thirty-five years being the maxi­
mum limit of eligible service, with a 
minimum benefit of $240 per annum. 
This is believed to be a modest provi­
sion in comparison with similar plans in 
industrial or financial organizations. The 
plan is contributory, part of the premi­
ums being paid by the employees, and 
part by the Institute. The immediate 
increase in cost to the Institute under 
conditions prevailing prior to May 1, 
1948, the anniversary date, would be 
about $5,000, about double the prior con­
tribution. The total is less than five per 
cent of the total payroll.
HR 2657
The executive committee assumed gen­
eral responsibility for the Institute’s pol­
icy with respect to HR 2657, the Admin­
istrative Practitioners Bill, and the 
chairmen of the committees on federal 
taxation and tax policy and practice, 
with the officers and counsel of the Insti­
tute, assisted in the work which was 
done in carrying out these policies. 
Members of the council, and the entire 
membership, have been quite fully in­
formed of the various steps taken by 
the Institute in opposing this legisla­
tion. This particular matter has taken 
a great deal of the time and energy of
the Institute’s organization this year. It 
involved informing the entire profes­
sion and other interested organizations 
of the nature and effect of the proposed 
legislation, preparing for hearings on 
the bill and testifying at those hear­
ings, discussing the problem with in­
terested congressmen and, at their sug­
gestion, drafting extensive amendments 
to the legislation, which are now before 
the appropriate subcommittee of the 
House Committee on the Judiciary. Ap­
parently, no further action has been taken 
on the matter since the Institute’s amend­
ments were filed, and it has been sug­
gested that the bill may not be reported 
at this session of the Congress. Counsel 
for the Institute was specially retained 
to represent the Institute in this mat­
ter and will make a brief, oral report 
on the situation.
HR 3214
HR 3214, a bill to codify the Judicial 
law, which among other things would 
make the Tax Court a court of record, 
was the subject of hearings before a 
subcommittee of the Senate Committee 
on Judiciary, April 22 and 23. Maurice 
Austin, who as chairman of the com­
mittee on federal taxation last year had 
represented the Institute in dealing with 
the House Committee which had the 
bill in charge, was requested this year, as 
a member of the executive committee, 
to testify at the Senate hearings. The 
testimony will be summarized in the 
Institute’s publications, but Mr. Austin 
will make a brief, oral report on the 
status of this legislation for the infor­
mation of council.
The executive committee recommends 
that the council adopt the following 
resolution, to be transmitted to members 
of the United States Senate:
“Whereas, HR 3214, now before* the 
Committee on the Judiciary of the United 
States Senate, which provides for codi­
fication and revision of the Judiciary 
laws, would, among other things, make 
the Tax Court of the United States a 
court of record, and
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“Whereas, this action could destroy 
the existing rights of taxpayers to be 
represented by certified public account­
ants before the Tax Court, and
“Whereas, preservation of this exist­
ing right is important to many thousands 
of taxpayers, and to the settlement, at 
minimum expense, of cases docketed for 
trial before the Tax Court, more than 
half of which are settled without trial, 
and
“Whereas, the House of Representa­
tives adopted an amendment specifically 
(now appearing as the last sentence of 
Section 2560 of the bill) preserving the 
right of Tax Court practice by qualified 
certified public accountants to carry out 
its previously expressed intention that 
nothing in this codification bill should 
modify in any way the rights of account­
ants and others qualified to appear in 
cases before the Tax Court, and,
“Whereas, some persons who testi­
fied at recent Senate subcommittee hear­
ings urged deletion of this amendment, 
and
“Whereas, the public interest would 
not be served by eliminating such rights 
of practice or by limiting it to account­
ants already admitted to practice,
“Now, THEREFORE, BE IT
“Resolved by the council of the Amer­
ican Institute of Accountants, that the 
council should and hereby does express 
opposition to any change in the right of 
taxpayers to be represented before the 
Tax Court by qualified certified public 
accountants or the limitation of such 
representation to accountants already 
admitted to practice, that it urges reten­
tion in the bill of the last sentence of 
Section 2560, which states that ‘No 
qualified person shall be denied admis­
sion before such court because of his 
failure to be a member of any profes­
sion or calling,’ and that unless such 
sentence be retained in the bill, it op­
poses the change in status of the Tax 
Court of the United States to a court 
of record, and be it further
“Resolved that the council instructs 
the president of the Institute to send 
notification of this action by the coun­
cil to all members of the United States 
Senate.”
HR 5732
In April the Institute was informed 
of the introduction of HR 5732, a bill 
which would limit the preparation of tax 
returns to lawyers, certified public ac­
countants, and other agents enrolled to 
practice before the Treasury Department. 
The bill was introduced by Congressman 
McMahon of New York, a certified pub­
lic accountant, without the prior knowl­
edge of the Institute. On the basis of 
correspondence with members of the 
executive committee and the committee 
on federal taxation, the president of the 
Institute, on April 12th, wrote to the 
chairman of the House Ways and Means 
Committee, to which the bill had been 
referred, that this legislation had not 
been initiated or sponsored by the Amer­
ican Institute of Accountants, and if 
the Ways and Means Committee desired 
the Institute’s views on the proposal, rep­
resentatives would be glad to appear 
before his Committee. To this the chair­
man replied with an expression of ap­
preciation for the information which the 
president of the Institute had given him, 
and with a statement that the Ways and 
Means Committee had not yet considered 
the bill or the question of holding hear­
ings on it. He added that widespread 
opposition to the bill in its present form 
was manifest from numerous letters that 
he had received, and that it was doubtful 
whether committee action was to be ex­
pected during the present session of 
Congress.
Bercu Case
The executive committee received a 
report that the Appellate Division of 
the Supreme Court of the State of New 
York had reversed the decision handed 
down by Supreme Court Justice Shien­
tag in the Bercu case. The text of the 
Appellate Division’s opinion is being 
published in The Journal of Accountancy. 
The New York State Society has an­
nounced its decision to appeal the deci­
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sion to the Court of Appeals of New 
York. The executive committee has re­
solved that it would be desirable for the 
Institute to file a brief as friend of the 
court in conjunction with this appeal. 
It is recognized that if the council ap­
proves this recommendation, the exec­
utive committee will make arrangements 
accordingly, with the understanding that 
the expense would be a charge against 
the contingency fund. Percival F. 
Brundage, a member of the executive 
committee, is also chairman of the New 
York State Society committee which has 
been dealing with the Bercu case, and 
is prepared to answer questions of mem­
bers of the council on this subject.
Staff Reorganization
The remarkable growth of the Insti­
tute in the past ten years has brought 
with it a host of administrative prob­
lems, and has imposed extraordinary 
burdens on the secretary and the admin­
istrative staff. After a thorough dis­
cussion of the present situation, the 
executive committee concluded that it 
would improve the administration of the 
Institute, and facilitate its continued 
growth and progress, if the secretary 
were relieved of as many routine duties 
as possible, and he devoted the greater 
part of his time to general supervision 
of all the staff work, relations with of­
ficers, committees and members of the 
Institute, and planning and development 
of present and future activities. The 
executive committee believed that a 
change in title would make it easier to 
accomplish this result in that it would 
indicate a somewhat different area of 
responsibility from that commonly asso­
ciated with the title of secretary. Accord­
ingly, the executive committee resolved 
that the title of executive director of 
the Institute be conferred on John L. 
Carey, with the understanding, however, 
that he would continue to be a candidate 
for election by the council as secretary 
of the Institute, in order to retain the 
privileges and responsibilities of the 
principal executive officer without re­
quiring an amendment of the by-laws.
It is frequently necessary for the prin­
cipal staff officer of the Institute to take 
part in discussions and correspondence 
as a representative of the Institute with 
businessmen, bankers, legislators, and 
members of other professions. The exec­
utive committee believes that this part 
of his work may be performed more 
effectively under the title of Executive 
Director, which is commonly understood 
to indicate a principal staff officer, rather 
than that of secretary, which in many 
organizations indicates a subordinate 
capacity.
It was simultaneously decided to con­
fer the title of administrative secretary 
upon H. T. Winton, now assistant secre­
tary of the Institute, who has demon­
strated his capacity to discharge the 
administrative duties which have in the 
past been considered to be those of the 
secretary. Mr. Winton will be expected 
to assume responsibility for most of the 
correspondence, staff assistance to com­
mittees, preparation for meetings, main­
tenance of records, and day to day man­
agement of headquarters’ activities which 
have hitherto been considered to be the 
responsibility of the secretary.
These changes have not yet been put 
into actual effect, nor publicly announced, 
pending the report of the executive com­
mittee’s decision at this meeting of the 
council. If there is no objection from 
council, the announcement will be made 
as soon as possible after this meeting.
The executive committee believes that 
the employment of a new assistant secre­
tary to follow in the administrative line 
would be desirable, but no suitable candi­
date has as yet appeared.
In view of the rapid increase in the 
staff of the Institute and the Publishing 
Company, which has created new person­
nel and office management problems, the 
executive committee approved the em­
ployment of an office manager. Donald 
C. Davidson was employed in this capac­
ity in February.
Cost of Grading Examinations
The board of examiners sought the 
advice of the executive committee on the
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problem of mounting costs of grading 
examination papers of candidates in states 
which have adopted the uniform exam­
ination and submit their papers for 
grading by the Institute’s examiners. 
The volume of papers to be graded has 
increased enormously, with a consequent 
increase in the number of graders, ap­
proximately 45, being employed to do 
this work in connection with the Novem­
ber, 1947, examinations. The increase in 
the number of examiners adds to the 
cost problems of supervision and ad­
ministration which did not exist before, 
and thus increases the unit cost of grad­
ing each paper. It is calculated that the 
Institute sustained a loss on the Novem­
ber examination of approximately $18,- 
000, which raises serious budgetary prob­
lems. The board raised the question 
whether cooperating states should be 
discouraged from submitting their papers 
to the Institute for garding, but the ex­
ecutive committee felt that this would be 
unwise since the Institute’s grading ser­
vice helps to maintain the uniform stand­
ard for the CPA certificate. The execu­
tive committee suggested that the board 
explore the possibility of eliminating 
duplication of grading by both the In­
stitute’s examiners and state examiners. 
It also suggested that the board explore 
the possibility of holding the fall ex­
aminations at an earlier date than Novem­
ber so that the work of the graders 
would not carry into the busy season, 
thus leading to constant interruptions. 
It was recommended that efforts be made 
to improve the procedures of the grad­
ing staff in the interests of maximum 
efficiency and economy.
Office Facilities
The executive committee received a 
report of the sale of the building at 13 
East 41st Street, part of which is occu­
pied by the Institute’s staff. It seems in­
evitable that the Institute will be required 
to seek other quarters at the expiration 
of its lease in November, 1950, and that, 
in the meantime, it will be able to obtain 
no additional space in the 41st Street 
building. The executive committee re­
quested the special building committee 
to continue its efforts to find suitable 
quarters for an office in 1950, and, in 
the meantime, approved alterations of 
the first floor, which would permit use 
of the present reception room as addi­
tional space, which is badly needed by 
the enlarged staff. Under the lease of the 
present quarters, which was signed in 
1938, the Institute is paying about $1.20 
a square foot for the premises occupied. 
Inquiries have indicated that comparable 
space today might cost as much as $4 
a square foot. Since the present floor 
area is not adequate to afford suitable 
working conditions for the enlarged staff, 
there is a possibility that the total rent 
to be paid by the Institute might have 
to be increased in 1950 by as much as 
$40,000.
Yearbook
The executive committee has received 
some criticism of the listings of offices 
of accounting firms, of which a partner 
or a local manager is a member of the 
Institute, in the section of the yearbook 
which appeared for the first time in the 
current edition. The criticism was based 
mainly on the listing of certain firms of 
which the principal partner, whose name 
was prominent in the firm name, was not 
a member of the Institute, and in at 
least one case had been denied admission. 
The firm name was listed because a 
junior partner of the firm in the city in 
question was a member of the Institute.
The executive committee has been un­
able to devise a method of correcting 
this type of situation without penalizing 
a substantial number of firms whose prin­
cipal partners are members of the Insti­
tute, but include one or more partners 
who for technical reasons may not 
become members. The preparations for 
publication of the 1947 yearbook are 
well along, and the firm list has been 
prepared in the same form as last year’s. 
The attention of the council is called to 
this matter with the opinion of the exec­
utive committee, that the only alterna­
tive to continuance of the list with the 
present imperfection is to discontinue it.
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Incidentally, the executive committee 
resolved that henceforth the yearbook 
show only the calendar year in which 
ended the fiscal year of the Institute 
covered by the material in the book.
The executive committee recommends 
that in place of the present yearbook 
the Institute publish, at intervals of 24 
months, the alphabetical and geograph­
ical lists of members, by-laws, and rules 
of professional conduct, in one volume, 
that reports to council be published in 
pamphlet form, as has been the custom 
in recent years, immediately after each 
council meeting, and that a pamphlet 
containing the names of officers, council 
members and committee members be 
published in the fall of each year, im­
mediately after their election and appoint­
ment respectively. This change in pro­
cedure, it is estimated, would save the 
Institute at least $10,000 annually. The 
delay in publication of the yearbook 
under present conditions, which is partly 
due to the great additions to the mem­
bership lists, and in part to difficulties 
with printers, has reduced the usefulness 
of the book on an annual basis. Increases 
in printing prices and in the size of 
the yearbook have increased the direct 
cost to the Institute to about $20,000 
a year, without considering salaries of 
the staff members who prepare the mate­
rial for the printer and read proofs.
Auditors
The executive committee recommends 
the reelection of Alexander Grant & 
Company as auditors of the American In­
stitute of Accountants and subsidiary cor­
porations for the current fiscal year. The 
committee has also resolved that a small 
auditing committee be appointed from 
the executive committee, to confer with 
the auditors of the Institute, and review 
the extent of their work.
Membership Statistics
The membership of the Institute as of 
April 1, 1948, was 11,659. During the 
year the executive committee accepted 
the resignations of 80. 104 members
were dropped for non-payment of dues. 
Dues of 88 members were advanced by 
the executive committee for the current 
fiscal year, and 12 members were excused 
from the further payment of dues under 
the provisions of Article III, Section 
2, of the by-laws. Deaths of the follow­
ing members have been reported:
William Ballingall 
J. Welles Baxter
F. C. Belser 
Roy C. Brown 
I. Russell Bush
A. L. Cantamessner 
Allen H. Clarke 
Samuel P. Cooper 
Joseph B. Costello 
Charles A. Covert 
Robert N. Dedaker 
Geo. M. Dismukes 
Thomas M. Elcock 
C. K. Etherington
G. S. Gilbertson 
Murray Grossman 
Vivian Harcourt 
John Benj. Harris
F. W. Hendershott
G. C. Hurdman 
William H. Jackson 
E. H. Linsteader 
Thomas L. Lynch 
R. O. Macdonald
Harold T. Manners 
Patrick E. Mannix 
Leonard Marks 
W. B. M. Miller 
J. Emory Mills 
Hugh E. Morgan 
H. A. Moser 
Solomon Posen 
Joseph Lybrand Pyle 
Julius J. Rauh 
John C. Sanders
G. E. Slaybaugh
H. Esmond Smith 
M. B. Stewart
G. W. Stidstone 
Clifford M. Stoy 
John D. Swift
H. M. Thomson 
R. M. Walford, Jr.
R. A. Weston 
Henry W. Wilmot 
Harry S. Woodford 
William L. Yaeger 
Arthur Young
Securities Transactions
The executive committee approved the 
following purchases of securities:
General Fund :
$50,000 United States certif­
icates of Indebtedness 
Series E, 1948, due 
June 1, 1948 @ 99.9. $49,995
Contingency Fund:
$ 5,000 Chicago, Rock Island 
& Pacific Railroad 
Company, first mort­
gage 4%, bonds, due 
January 1, 1994 @
102½ net................... 5,125
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American Institute 
Benevolent Fund Inc. :
$ 5,000 Chicago, Rock Island 
& Pacific Railroad 
Company, first mort­
gage 4%, bonds, due
January 1, 1994 @
102½ ......................... 5,125
Respectfully submitted,
George D. Bailey, Chairman
John L. Carey, Secretary
May 2, 1948.
REPORT OF THE TREASURER
To the Council of the
American Institute of Accountants :
Gentlemen : The financial statements 
in the treasurer’s report are as at March 
31, 1948, and for the period from Sep­
tember 1, 1947, to March 31, 1948. These 
statements have been brought up to 
March 31, 1948, in order to present the 
latest available information.
In contrast, in the budget statements 
which have been distributed to members 
of council, in the column for “Actual 
Revenue and Expenditures,” amounts 
are shown up to February 29, 1948. 
Consideration was given to presenting 
the same amounts in the budget state­
ments as are shown in the treasurer’s 
report. However, it was felt that the 
relationship of actual figures for ex­
actly a half year to the amounts in the 
budget for a full year could be seen and 
understood more readily than if actual 
figures for seven months were used. 
Accordingly, the statements in the 
treasurer’s report and those in the 
budget documents which have been dis­
tributed are for different periods.
The total of revenues for the month of 
March 1948 is $41,778 and the total of 
expenses for the month is $50,757, over 
95 per cent in each case being for the 
account of the General Fund and the 
American Institute Publishing Co., Inc.
The treasurer’s report shows total as­
sets for the American Institute of Ac­
countants and its affiliates as at March 
31, 1948, of $675,194, not including the 
American Institute Benevolent Fund and 
the Special Research Fund relating to the 
work of the committee on selection of 
personnel. The liabilities at that date are
$4,512 and the deferred income $84,838, 
making a total of $89,350. This amount, 
deducted from the total of assets leaves 
$585,844 in the fund and surplus accounts 
of the various organizations. The latter 
amount is $16,273 more than the corre­
sponding amount at March 31, 1947.
The consolidated total of revenues from
September 1, 1947, to March 31, 1948, 
is $512,706 and the consolidated total of 
expenses for the same period is $376,894, 
leaving an excess of income over expenses 
for the seven months of $135,812.
The treasurer’s report includes a con­
solidated balance sheet and profit and loss 
statement and corresponding statements 
for—
(a) The General Fund of the American 
Institute of Accountants, to which 
dues and miscellaneous revenues are 
credited and to which there are 
charged the administrative expenses, 
committee expenses and expenses 
relating to uniform examinations, 
public information, etc.;
(b) Statement of the Elijah Watt Sells 
Scholarship Fund, showing the prin­
cipal account, the income from in­
vestments and the expenses for 
medals;
(c) The Endowment Fund, showing in­
come from investments and contri­
butions from the Foundation and 
expenditures, principally relating to 
the library;
(d) American Institute of Accountants 
Foundation, showing income from 
investments and. expenses for cus­
tody of securities and contributions 
to the Endowment Fund;
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(e) The American Institute Publishing 
Co., Inc., showing accounts relating 
to The Journal of Accountancy and 
other publications of that company.
The following comments with regard 
to the activities of the Institute have been 
prepared with much assistance from the 
secretary. They are presented with the 
thought of giving to members of council 
information regarding the financial re­
sults and expectations of the more im­
portant operations of the Institute.
Members' Dues
Collections of dues are now running 
behind budget estimates. The numbers of 
new members are holding up to estimates ; 
however, the losses of members due to 
resignations and non-payment of dues 
have been about twice as many as were 
estimated. It is believed that this is be­
cause the full impact of the increase in 
dues was not felt until the 1947-1948 year. 
All except a few of those members who 
have not paid their dues are members 
who were not in public practice. It is 
estimated that by August 31, 1948, the 
dues collected will be within $2,000 of 
the amount originally budgeted for the 
year.
The Journal of Accountancy
Revenue from The Journal of Account­
ancy subscriptions is now running about 
$8,000 less than was estimated. That is 
due, in part, to the fact that the increase 
in subscription rate from $4 to $5 did 
not become fully effective for all re­
newals until April 1, 1948. Also, the 
promotional program for new subscrip­
tions was not started until February be­
cause of shortage of staff personnel and 
equipment. The promotional campaign is 
producing good results and it is fully 
expected that The Journal subscription 
revenue will be up to the amount esti­
mated by the end of the fiscal year. 
Present indications are that advertising 
income will be about $10,000 more than 
was originally estimated.
Books
Revenue from sales of books is now
estimated to be about $2,000 more than 
was included in the budget for this item.
Uniform Examinations
Amounts received from state boards up 
to the present time have been approxi­
mately $9,000 more than was budgeted. 
However, fees for grading examination 
papers were $18,000 more than was esti­
mated. This additional cost arose because 
of personnel problems and, also, it is 
believed there was considerable ineffi­
ciency due to lack of suitable space for 
grading the examinations and for super­
vision of the grading. The executive 
committee and staff have given earnest 
attention to this problem and plans have 
been made which it is expected will result 
in substantial improvement and efficiency 
in the grading for the second half of 
the year. However, the deficit in con­
nection with the uniform examinations 
for the full year will probably not be less 
than $25,000.
Miscellaneous Revenues
Miscellaneous revenues for the first part 
of the year have been substantially higher 
than was estimated. For the full year the 
total will probably be $25,000 to $30,000 
more than was estimated; this is due 
principally to sales of the Accounting 
Survey of 525 Corporate Reports, the 
revenues from which have been approxi­
mately $25,000. This is an item which 
we cannot now count on for next year 
or for future years. It is planned, how­
ever, to bring the Survey up to date and 
to reissue it at $5 per copy and it is 
hoped that a substantial amount of reve­
nue may be realized.
Salaries of Employes
Salaries have increased considerably, 
due in part to the necessity of engaging 
additional personnel and in part to the 
general inflationary rise in salary and 
wage scales. It is roughly estimated that 
they are now running at a rate of ap­
proximately $20,000 per annum more 
than at the beginning of the year. Further
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adjustments and some additions to sala­
ried personnel may be necessary in the 
year to come. At the present time the 
staff numbers 76.
A distinction should be made between 
those members of the staff who work on 
direct income-producing activities, like 
the preparation and sale of the Survey 
of Corporate Reports which was multi­
lithed in and distributed from the Insti­
tute’s office at very low cost; and those 
members of the staff who work on general 
administrative and special professional 
projects. The additions which have been 
made in numbers of personnel are mainly 
due to increases in machine operations, 
mailing lists, orders, shipping and book­
keeping, due to the tremendous increase 
in the circulation of The Journal and in 
the sales of miscellaneous publications. 
The sales of miscellaneous publications 
for the year promise to amount to ap­
proximately $60,000. Five of the eight 
new employes engaged this spring work 
in connection with sales of publications; 
the other three are a new office manager, 
one stenographer and a library assistant.
Rent
The Institute’s rent for the 1947-1948 
year will be approximately $4,000 below 
the amount originally budgeted because it 
has not been found possible to obtain 
additional space needed. However, it does 
not now seem too early to mention the 
problem which will be faced in 1950. 
According to best present estimates, in­
stead of the present 14,000 feet at $17,000 
per year the organization should have by 
1950, 20,000 feet which may cost from 
$50,000 to $60,000 per year or possibly 
even more. There are many factors which 
may change this estimate during the next 
two years. For example, at the present 
time consideration is being given to hav­
ing outside contractors do work which 
has heretofore been done in the office of 
the Institute. If this idea can be success­
fully put into effect it should save the 
space required for approximately a half 
dozen employes and a considerable amount 
of equipment.
Equipment
Approximately $10,000 has been ex­
pended for labor-saving equipment during 
the year. This will result in an increase 
of approximately $5,000 over the amount 
originally budgeted.
Travel Expense
It is now expected that approximately 
$5,000 can be saved as compared with the 
amount originally budgeted for this item. 
The major part of this will be in con­
nection with staff travel and regional con­
ferences and a lesser amount relates to 
expenses of the council and the trial 
board.
Costs and Expenses of 
Publications
Costs of publishing The Journal have 
increased more than had been expected 
because of increases in printers’ charges 
and in the price of paper but it is still 
estimated that any serious losses can be 
avoided. A possible source of additional 
income would be an increase in the sub­
scription price of The Journal to $6 or 
$7 per annum; there has been no objec­
tion to the increase from $4 to $5. It is 
proposed to make studies to see whether 
another increase would be accepted as 
readily.
A very large number of publications 
have been distributed to members during 
the year. It may be worth noting that 
aside from The Journal the cost of such 
publications aggregates approximately 
$50,000, exclusive of salaries and over­
head, as follows:
Yearbook .................................................................................................................. $20,000
The Certified Public Accountant ......................................................................... 11,000
Special reports to members (case studies, council reports, research bulletins,
proceedings of the annual meeting, auditing standards, special letters on 
legislation) cost approximately .................................................................... 19,000
$50,000
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It should be borne in mind, however, 
that many of these publications have been 
sold, producing revenue of approximately 
$35,000. At the same time these sales 
have required a considerable amount of 
space and payroll expense. There is no 
certainty that the sales of these miscel­
laneous publications produce a profit but 
they do serve to extend the influence of 
the Institute outside its own membership.
It may be appropriate to mention that 
the Contingency Fund has a balance at 
March 31, 1948, of $122,323. This bal­
ance arises principally from credits for 
transfer of net income to the Fund less 
special payments of legal fees, etc. which 
have been charged against the Fund.
Respectfully submitted,
Charles H. Towns, Treasurer
April 30, 1948.
REPORT OF THE SECRETARY
To the Council of the
American Institute of Accountants :
Gentlemen : The Institute continues 
its steady, forward progress. It is mak­
ing notable contributions to the welfare 
of the profession, and of the public, in 
many different areas.
The entire program of Institute activ­
ities will be presented in detail at this 
meeting of the council. Reports will be 
grouped by subject matter, so that reports 
on related subjects will be presented suc­
cessively. This will permit the council 
to review all activities in the fields of 
general administration, state accountancy 
legislation, federal taxation and relations 
with the legal profession, technical re­
search, public relations, accounting edu­
cation, ethics, liability and insurance, 
coordination of activities of state and na­
tional organizations, meetings, publica­
tions, cooperation with other bodies, 
wages and hours, and a number of others.
There are important problems for the 
accounting profession in all these fields, 
and the council, as the policy-making 
body of the Institute, will doubtless find 
many questions on which it will wish to 
take action or express its views for the 
guidance of officers, committees, and 
staff.
The principal source of the Institute’s 
strength and influence is the service which 
thousands of its members have given as 
officers, members of council and com­
mittees, and as individuals. The organi­
zation has been fortunate enough to at­
tract the interest of the best men in the 
profession in all parts of the country. 
They are willing to devote to its work 
incredible amounts of time and energy, 
without any compensation except the 
knowledge that they are contributing to 
the advancement of their profession. So 
long as this condition continues, there 
need be no fear for the future of the 
Institute.
Experience has demonstrated that the 
efforts of members of the profession who 
volunteer their time can be most effective 
if supported by competent, full-time staff 
assistants. Staff specialists who can ex­
ecute the assignments laid down by of­
ficers and committees can vastly increase 
production, and can free the volunteer 
workers for the most important tasks, 
such as formation of policy, solution of 
special problems, public representation 
of the profession.
The council has been informed of the 
financial situation, and it will hear a de­
scription of committee activities. It seems 
appropriate, therefore, that this report of 
the secretary should deal with the organi­
zation and work of the staff.
The Institute has been propelled by a 
combination of forces into operations of 
much greater magnitude than it could 
have foreseen ten years ago. The rapid 
increase in membership, in the circula­
tion of The Journal of Accountancy, and 
in the number and scope of projects un­
dertaken, and in the size of the staff, 
have created new management problems. 
The stresses and strains of the war and
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the postwar inflation, which have oc­
curred during this period of sudden 
growth, have not made the solution of 
these problems any easier. The organi­
zation today is far from perfect, but the 
council may take some satisfaction in 
the fact that it is as good as it is under 
the circumstances. What has happened 
may be described briefly as follows:
The work which has been a part of the 
Institute’s program from the beginning 
has expanded tremendously. The uniform 
CPA examination, now adopted by all 
but three of the states and territories of 
the United States, has become a great 
responsibility. The preparation of the 
examination, which is the keystone of 
professional standards and has a direct 
relation to state legislative problems, must 
be done as well as humanly possible. The 
number of papers graded by the Institute 
has increased sharply as more states have 
adopted the uniform examination and the 
numbers of their candidates have in­
creased. All this means greater expense 
to the Institute, more responsibility for 
the board of examiners, more paid ex­
aminers (there were more than 45 
graders employed to grade the Novem­
ber 1947 examinations), and more work 
for the Institute’s administrative staff.
The state legislation problem has as­
sumed large proportions in comparison 
with earlier years. The pressure of 
organized bodies of public accountants, 
whose intentions may be hostile to the 
CPA certificate, requires more work by 
the Institute’s committee on state legis­
lation, and more planning, organization, 
research, and communication with state 
societies on the part of the Institute’s 
staff, if the national organization is to 
provide the assistance which many states 
may need in the legislative fights.
The volume of applications for mem­
bership, about 1,200 a year, which in­
volve careful checking and extensive cor­
respondence, and the membership pro­
motion which evokes many of these appli­
cations, also have added to the duties of 
the staff.
One addition to the work load which 
is not commonly recognized, because it
rarely finds its way into official statis­
tics, is the tremendous increase in cor­
respondence, telephone calls, and personal 
visits to headquarters, many of which 
involve requests for service to individual 
members, which have naturally followed 
the sudden increase in membership from 
roughly 6,000 to 12,000 in a ten-year 
period. The staff has to deal with most 
of these requests.
The library of the Institute has experi­
enced a comparable increase in volume 
of inquiries.
Committee work has increased. Ques­
tions and complaints before the commit­
tee on professional ethics, for example, 
are so numerous that the task of clearing 
them with the members of the committee 
and providing authoritative responses 
within a reasonable time has become a 
real problem. Continuous staff assistance 
is furnished to most of the 47 commit­
tees.
The Journal of Accountancy, whose 
circulation approaches 50,000, has gone 
far beyond the scope of a membership 
magazine. It is accepted as the top na­
tional publication in the accounting 
field, not only by professional public 
accountants but by corporation officers, 
government officials, bankers, lawyers, 
and others. The responsibility for main­
taining this position — by providing a 
high quality of editorial content, a bal­
anced diet for readers of various types, 
and complete coverage of professional 
news—is a heavy one. Editorial problems 
and the mechanical problems of produc­
tion and handling subscriptions have 
naturally multiplied.
Arrangements for council meetings 
and annual meetings are a continuous 
responsibility of the staff.
In addition to the growth in regular 
activities, the Institute in the past ten 
years has added to its program a number 
of new projects of large proportions: 
the research program; the plan of co­
ordination of activities of state and 
national organizations; an enlarged pub­
lic relations program; and an enlarged 
educational program, including the 
project in selection of accounting per­
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sonnel, experiments with refresher courses 
on college campuses, exploration of place­
ment problems, and liaison work with 
educators. The staff work associated 
with these new projects has been handled 
by specialists employed for the purpose 
as full-time members of the headquarters 
staff.
This new work has increased the needs 
for coordination, frequent staff consulta­
tion, and the smooth flow of office services 
to all departments.
The work of many of the departments, 
particularly the research department, has 
resulted in the production of publications 
such as bulletins and pamphlets of various 
types, some of which are distributed free, 
and some placed on sale. $65,000 worth 
of this material is expected to be sold 
during the current fiscal year. The pro­
duction, distribution, and sale of this vol­
ume of miscellaneous publications has re­
quired the addition of clerical and ac­
counting personnel.
There have been more emergencies than 
in earlier days. The Bercu case, the 
Oliver Bill, the Administrative Practi­
tioners Bill, the Tax Court problem, and 
suggetsted amendments to the wage and 
hour law, have occupied a great deal of 
the time of members of the Institute’s 
staff.
As a result of all this increase in 
activity, the full-time staff personnel has 
increased from 31 in 1938 to 80 in 1948 
(including Publishing Company employ­
ees). The turnover at the clerical level 
has been appalling. One hundred and 
seventy W-2 forms were prepared in 
1947 for employees who had been on the 
staff that year to maintain an average 
strength of about 70. This turn-over has 
resulted in regrettable inefficiencies. It 
is due in part to inadequate salary scales, 
in part to poor working conditions re­
sulting from crowding of the headquar­
ters office, and in part to inadequate 
personnel administration, with which the 
administrative staff, entangled with other 
responsibilities, was simply unable to 
cope. In an effort to remedy this con­
dition, the executive committee author­
ized the employment of an office manager
in February 1948, and his first few months 
of work show promise that these prob­
lems may be solved before too long.
The top administrative staff, which has 
not been enlarged in the past ten years, 
is spread too thin to permit the most 
efficient planning and coordination of staff 
work, and the most effective liaison be­
tween the staff and committees, state 
societies, membership, and outside groups 
with which the Institute cooperates. An 
additional administrative assistant is 
needed to improve this situation.
Continual efforts are being made to 
effect economies and to increase effi­
ciency. A. Heaton Robertson, director of 
the State Society Service Department, 
has resigned, and it is not planned to 
replace him. It is believed that the state 
society service can be maintained to the 
satisfaction of all concerned by the 
reorganized public information depart­
ment, under the direction of Charles E. 
Noyes. The two types of work fit 
together quite naturally, and the saving 
in salary and overhead may prove to be 
as much as $10,000 a year. Norman L. 
Burton, educational director, is also leav­
ing the service of the Institute this spring. 
The question whether this position should 
be filled on a permanent basis should per­
haps be considered by the council. The 
board of examiners has already employed 
a technical assistant on a temporary basis 
to prepare questions and problems for fu­
ture examinations, which was one of the 
duties of the educational director. An 
excellent program of activities has been 
outlined by the education committee, 
which if carried out to the full extent, 
would require the full-time services of a 
competent educational director. There 
is great opportunity for constructive 
service by the Institute in the field of 
education. The question is whether the 
work must await a more favorable 
budgetary outlook or displace some pres­
ent activity.
Members of the committee on selec­
tion of personnel have suggested that 
the testing project developed by Dr. Ben 
D. Wood under the committee’s supervi­
sion should now be absorbed as a regular
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activity by the headquarters establish­
ment of the Institute. Under this plan, a 
full-time administrator would be employed 
with funds contributed by interested firms, 
for a limited period, and he would report 
to the secretary of the Institute. The 
secretary has expressed the opinion that 
such an arrangement would not be prac­
ticable at this time. It seems doubtful 
whether voluntary contributions, plus 
what could be provided from the regular 
budget, would cover the cost of this 
project on its present scale. The head­
quarters office is already crowded, and 
the secretary does not believe that the 
administrative staff can fairly accept re­
sponsibility at this time for supervision 
of an additional project of as wide scope 
as this one.
Arrangements are being considered by 
which Journal subscription lists could be 
maintained, and mailing wrappers could 
be addressed on a fee basis by an outside 
service organization which specializes in 
this work. This would permit reduction 
of The Journal’s full-time staff by about 
six employees, at an estimated net saving 
of about $5,000 annually, and would re­
lease some badly needed office space.
A beginning has been made this year 
in writing a work program for the entire 
staff organization, and the costs of the 
several separate activities have been 
analyzed. These costs have mounted with 
rising salary scales and prices of printing 
and paper. This material has been pre­
sented to the executive committee, and 
the secretary is prepared to answer ques­
tions on this subject from members of the 
council.
Revenues this year will barely cover 
expenses.
The contingency fund has been sub­
jected to heavy inroads by expenses in­
curred in connection with the Bercu case,
the Administrative Practitioners Bill, the 
study of business income in conjunction 
with grants by the Rockefeller Founda­
tion, and other emergencies. Projection 
of next year’s budget does not show any 
likelihood of augmentation of the con­
tingency fund in the near future.
There is every indication that the de­
mands on the Institute will continue to 
increase. It does not appear that any 
new projects of importance can be under­
taken within the limits of the regular 
budget, unless some of the present activ­
ities are discontinued. The secretary 
would not recommend any further in­
crease in membership dues. A possibility 
of additional revenue exists in an in­
crease in the subscription price of The 
Journal of Accountancy from $5 to $6 or 
$7. Studies are being made to determine 
the possible effect of such an increase on 
the circulation. Consideration of new 
projects or significant expansion of pres­
ent activities should be accompanied by 
a consideration of means of supplemen­
tary financing by firm subscriptions or 
otherwise.
The Institute has clearly attained the 
stature of a first-rank professional soci­
ety, exercising an influence both within 
and without the profession which is 
significant to the economy of the country 
as a whole. It is a semi-public institution 
which is regarded with respect by the 
business and financial communities and 
by the government. Its operations are 
under control, its budget is balanced, and 
its members receive information and 
service per dollar of dues revenue which 
compare favorably, it is believed, with 
those given by any similar association.
Respectfully submitted,
John L. Carey, Secretary.
April 28, 1948.
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AMERICAN INSTITUTE OF ACCOUNTANTS 
AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
AMERICAN INSTITUTE PUBLISHING CO., INC. 
Consolidated and Summarized Budget
Actual 
Revenue and
Expenditures Revised
Revenue, Estimated:
Budget
1947-1948
to
Feb. 29, 1948
Budget
1947-1948
Membership dues ..................................... $294,500 $283,558 $292,500
Income from The Journal of Accountancy 209,500 103,994 220,000
Income from book sales............................. 12,000 7,015 14,000
Income from investments......................... 16,400 8,620 16,500
Fees from State boards of accountancy.. 47,000 32,276 64,500
Miscellaneous income including sales of
Institute publications (less production
costs) .................................................... 35,000 34,525 65,000
Application fees ........................................ 1,200 940 1,500
Total income ..................................... $615,600 $470,928 $674,000
Expenditures to he Appropriated:
Salaries and fees for professional services
Salaries:
Institute administration ................... $ 35,600 $ 16,242 $ 35,810
Editorial, advertising and promotion 52,384 26,158 52,435
Public information department .... 21,951 10,144 20,480
Research department ....................... 30,890 16,001 32,690
Educational department and board of
examiners’ staff ........................... 14,600 8,239 14,900
Library staff...................................... 12,540 6,563 14,185
State society service department.... 8,120 4,061 7,050
Committee on history ..................... 2,600 1,300 2,600
Accounting, purchasing and office
services .......................................... 70,910 36,817 83,040
$249,595 $125,525 . $263,190
Fees for Professional Services:
Technical fees in preparation of
examination problems ................. $ 500 $ 2,000
Fees for grading papers ................. 45,000 $ 40,380 70,000
Auditors’ fees ................................... 1,050 1,760 1,760
Professional fees for public infor­
mation department ....................... 10,000 6,043 10,600
Technical services for The Journal
of Accountancy ................ 3,500 1,300 3,500
Legal fees and expenses ................. 6,500 3,445 6,500
$ 66,550 $ 52,928 $ 94,360
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Totals forwarded .........................
Honoraria ..................................................
American Institute pension plan ............
Social security taxes ...............................
Administration Expenses:
Stationery and printing .......................
Postage and express .............................
Telephone and telegraph .....................
Rent ............................................ ...........
Electricity ...........................................
Taxes and insurance ...........................
Supplies and equipment.......................
Office alterations .................................
Building expenses .................................
Traveling Expenses:
President ..............................................
Council and trial board.......................
Staff and regional conferences............
Publications:
The Journal of Accountancy...............
Certified Public Accountant ...............
Yearbooks ..............................................
Special Reports to Members ..............
Cost of books sold .............................
Advertising and promotion.................
Legislative and newsclipping services...
Library books and magazines.................
Expenses of State board examinations.. 
Annual meeting, council and executive 
committee expenses .............................
Technical and other committee expenses 
Expenses of public information depart­
ment ........................................................
Committee on selection of personnel........
General expenses .....................................
Total expenditures ...........................
Excess of expenditures over income....
Budget
1947-1948
Actual 
Revenue and 
Expenditures
to
Feb. 29, 1948
Revised
Budget
1947-1948
$316,145 $178,453 $357,550
5,000 2,500 5,000
14,000 12,500
7,400 778 6,500
6,900 3,450 6,000
22,700 11,803 22,600
6,160 2,740 6,160
21,690 8,845 17,670
2,100 1,177 2,300
705 686 1,355
14,300 13,057 19,000
1,700
2,200 761 2,600
$ 76,755 $ 42,519 $ 79,385
$ 1,500 $ 843 $ 1,500
8,500 65 6,500
8,000 2,122 5,000
$ 18,000 $ 3,030 $ 13,000
$ 92,400 $ 48,266 $ 95,700
10,000 7,382 10,000
18,500 1,504 19,500
12,000 15,181 17,500
5,800 3,187 6,800
6,000 2,080 5,000
$144,700 $ 77,600 $154,500
$ 1,000 $ 327 $ 1,000
4,000 1,971 4,000
5,000 4,868 8,500
10,000 9,205 12,000
4,500 2,003 4,500
1,500 511 1,500
10,000 10,000
4,800 2,372 4,500
$622,800 $326,137 $674,435
$ 7,200 $144.791* $ 435
*Excess of income over expenditures.
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General Fund Actual 
Revenue and 
Expenditures
to
Feb. 29, 1948
Revised
Budget
1947-1948Revenue, Estimated:
Budget
1947-1948
Membership dues...................................... $294,500 $283,558 $292,500
Income from investments ....................... 600 155 600
Fees from State boards of accountancy.. 47,000 32,276 64,500
Application fees ....................................... 1,200 940 1,500
From The Journal of Accountancy........ 8,500 4,250 8,500
Miscellaneous income (including sales
of publications less production costs) 35,000 34,447 64,900
Total income ..................................... $386,800 $355,626 $432,500
Expenditures to be Appropriated:
Salaries and fees for professional services:
Salaries:
Institute administration ................... $ 35,600 $ 16,242 $ 35,810
Public relations department ............ 17,784 8,477 16,315
Research department ....................... 30,891 16,001 32,690
Educational department and board of
examiners’ staff ............................. 14,600 8,239 14,900
State society service department.. .. 8,120 4,061 7,050
Committee on history ..................... 2,600 1,300 2,600
Accounting, purchasing and office
service ............................................ 27,710
$137,305
15,937 
$ 70,257
36,840
$146,205
Fees for professional services:
Technical assistants in preparation of
examination papers ....................... $ 500 $ 2,000
Fees for grading papers................... 45,000 $ 40,380 70,000
Auditors’ fees ................................... 525 880 880
Professional fees for public infor­
mation department......................... 5,000 2,822 5,600
Legal fees and expenses................... 4,500 
$ 55,525
2,445 
$ 46,527
4,500 
$ 82,980
Total salaries and fees for professional
services .............................................. $192,830 $116,784 $229,185
Honoraria .................................................. $ 2,500 $ 1,250 $ 2,500
American Institute pension plan............. 9,000 8,500
Social security taxes ............................... 3,900 373 3,400
Administrative expenses:
Stationery and printing ....................... 5,600 3,700 4,960
Postage and express ............................. 10,400 5,663 10,450
Telephone and telegraph ..................... 4,500 1,840 4,500
Rent ........................................................ 10,925 3,462 6,904
Electricity .............................................. 1,350 765 1,500
Insurance .............................................. 250 317 700
Supplies and equipment ....................... 8,100 6,586 10,000
Office alterations ................................... 1,700
Building expenses ................................. 1,800 
$ 42,925
558 
$ 22,198
2,200 
$ 42,914
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Budget
1947-1948
Actual 
Revenue and 
Expenditures
to
Feb. 29, 1948
Revised
Budget
1947-1948
Traveling expenses:
President ................................................ 1,500 843 1,500
Council and trial board ....................... 8,500 65 6,500
Staff and regional conferences............ 8,000 
$ 18,000
2,122 
$ 3,030
5,000 
$ 13,000
Publications:
The Journal of Accountancy................ $ 29,000 $ 27,643 $ 29,000
Certified Public Accountant................. 10,000 7,382 10,000
Yearbooks ............................................ 18,500 1,504 19,500
Special Reports to Members............... 12,000 15,181 17,500
Announcements and advertising Insti­
tute publications................................. 1,500 1.027 2,000
$ 71,000 $ 52,737 $ 78,000
Legislative and newsclipping services.... $ 1,000 $ 327 $ 1,000
Expenses of uniform examinations........ 5,000 4,868 8,500
Annual meeting, council meeting and
executive committee expenses ............. 10,000 9,205 12,000
Technical and other committee expenses. 4,500 2,003 4,500
Expenses of public information depart­
ment ........................................................ 1,500 511 1,500
General expenses ...................................... 2,500 1,039 2,250
Committee on selection of personnel.... 10,000 10,000
Total expenditures .......................
Add:
$374,655 $214,325 $417,249
Endowment fund—deficit..................... $ 8.358 $ 3,978 $ 9,673
American Institute Publishing Co.—
deficit .................................................. 10,987 6,129 6,013
Total .............................................. $394,000 $224,432 $432,935
Excess of expenditures over income .. $ 7,200 $131,194* $ 435
♦Excess of income over expenses.
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Endowment Fund
Budget
1947-1948
Actual 
Revenue and 
Expenditures
to
Feb. 29, 1948
Revised
Budget
1947-1948
Revenue, Estimated:
From investments ..................................... $ 12,000 $ 6,266 $ 12,000
Contributions for library from the Foun­
dation ...................................................... 3,100 1,810 3,200
Miscellaneous income (profit from sales
of Accountants’ Index Supplements) .. 77 100
Total income ..................................... $ 15,100 $ 8,153 $ 15,300
Expenditures to be Appropriated:
Salaries of library staff ........................... $ 12,540 $ '6,563 $ 14,185
Social security taxes................................. 420 47 400
Administrative expenses:
Stationery and printing ....................... 100 8 40
Postage and express ............................. 300 76 150
Telephone and telegraph ..................... 160 85 160
Rent ........................................................ 4,533 2,266 4,533
Insurance .............................................. 105 104 105
Supplies and equipment ....................... 800 704 850
$ 5,998 $ 3,243 $ 5,838
Library books and magazines ................. $ 4,000 $ 1,971 $ 4,000
General expenses ..................................... 500 307 550
Total expenditures ....................... $ 23,458 $ 12,131 $ 24,973
Excess of expenditures over income to be
absorbed by general fund ........ .......... $ 8,358 $ 3,978 $ 9,673
American Institute of Accountants Foundation
Actual 
Revenue and
Expenditures Revised
Budget to Budget
1947-1948 Feb. 29, 1948 1947-1948
Revenue, Estimated:
Income from investments ........... .......... $ 3,300 $ 1,949 $ 3,400
Total income ..................... .......... $ 3,300 $ 1,949 $ 3,400
Expenditures to be Appropriated:
Contributions to endowment fund—•library $ 3,100
200
$ 1,810
139
$ 3,200
200
$ 3,300 $ 1,949 $ 3,400
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American Institute Publishing Co., Inc.
Revenue, Estimated:
The Journal of Accountancy
Subscriptions earned—non-members . .
Subscriptions earned—members ..........
Advertising ............................................
Sale of single copies.............................
Sales of bound volumes, binding and 
other items ........................................
Less: Cost of printing, paper, etc.:
Printing ................................................
Paper ......................................................
Wrappers ..............................................
Authors’ reprints ...................................
Editorial expenses .................................
Income from The Journal of Accountancy 
less prime costs .....................................
Sales of books ..........................................
Less: Cost of books sold.......................
Royalties ......................................
Income from books less costs...............
Total ..............................................
Income from investments .......................
Budget
1947-1948
Actual 
Revenue and 
Expenditures
to
Feb. 29, 1948
Revised
Budget
1947-1948
$136,000 $ 60,130 $136,000
29,000 14,047 29,000
70,000 40,465 80,000
2,500 1,513 2,500
2,500 2,913 3,500
$240,000 $119,068 $251,000
$ 64,000 $ 33,157 $ 64,000
24,000 13,354 27,500
2,600 1,139 2,600
800 256 600
9,500 4,610 9,500
$100,900 $ 52,516 $104,200
$139,100 $ 66,552 $146,800
$ 12,000 $ 7,015 $ 14,000
$ 5,600 $ 2,988 $ 6,500
200 199 300
$ 5,800 $ 3,187 $ 6,800
$ 6,200 $ 3,828 $ 7,200
$145,300 $ 70,380 $154,000
$ 500 $ 250 $ 500
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Totals forwarded .........................
Expenditures to be Appropriated:
Salaries and fees for professional services:
Salaries:
Editorial, advertising and promotion 
Accounting, purchasing and office 
services ..............................................
Fees for professional services:
Auditors fees ........................................
Legal fees ..............................................
Special technical fees .............................
Total salaries and professional fees........
Honoraria ..................................................
American Institute pension plan.............
Social security taxes.................................
Administrative expenses:
Stationery and printing .....................
Postage and express .............................
Telephone and telegraph.......................
Rent ........................................................
Electricity ..............................................
Taxes and insurance.............................
Supplies and equipment .......................
Building expenses .................................
Advertising and promotion.....................
General expenses ......................................
Total expenditures .......................
Excess of expenditures over income to 
be absorbed by general fund.................
Budget
1947-1948
$145,800
Actual 
Revenue and 
Expenditures
to
Feb. 29, 1948
$ 70,630
Revised
Budget
1947-1948
$154,500
$ 56,550 $ 27,825 $ 56,600
43,200 20,880 46,200
$ 99,750 $ 48,705 $102,800
$ 525 $ 880 $ 880
2,000 1,000 2,000
8,500 4,521 8,500
$ 11,025 $ 6,401 $ 11,380
$110,775 $ 55,106 $114,180
$ 2,500 $ 1,250 $ 2,500
5,000 4,000
3,080 358 2,700
1,200 435 1,000
12,000 6,064 12,000
1,500 815 1,500
6,232 3,117 6,233
750 412 800
350 265 550
5,400 5,767 8,150
400 203 400
$ 27,832 $ 17,078 $ 30,633
$ 6,000 $ 2,080 $ 5,000
1,600 887 1,500
$156,787 $ 76,759 $160,513
$ 10,987 $ 6,129 $ 6,013
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COMMITTEE ON PUBLICATION
To the Council of the
American Institute of Accountants :
Gentlemen : The principal work of 
this committee is supervision The 
Journal of Accountancy. Since its ap­
pointment the present committee has had 
several meetings with editorial and busi­
ness staffs. It acts as a policy and ad­
visory group in the evaluation of mate­
rial published, and its members make 
themselves available to the editorial staff 
on a continuous basis for a wide variety 
of counsel. In this they are frequently 
assisted by other members of the Insti­
tute. The procedure of selecting articles 
was well described in the newly estab­
lished column entitled “Journal Entries” 
in the April 1948 number of The Journal.
During the seven months ending March 
31, 1948, the circulation of The Journal 
has risen from 43,000 to 47,500 copies. 
In July 1944, circulation was 22,000; 
in March 1947, it was 38,500. This steady 
and substantial growth has been paralleled 
by advertising revenue, which in this 
period was $47,500 or 37 per cent over 
the $35,000 for the same period last year. 
Circulation revenue for the period was 
$90,000, 39 per cent greater than the 
$65,000 for the same period in 1947. Ad­
vertising and circulation promotion are 
carried on continuously, the former by 
personal contact and correspondence, the 
latter by direct mail and advertising.
A major problem in connection with 
publication is the rapidly increasing cost 
of every factor entering into it. In Novem­
ber 1947, our printer increased his price 
some 26 per cent. The impact of this 
has been softened somewhat by an an­
nual saving of $8,000 to $10,000 result­
ing from a change in binding, and from a 
further annual saving of approximately 
$6,000 from other printing revisions. 
Bids from other printers have been ob­
tained, some of which propose to reduce 
costs by $10,000 per year. So far, none 
of these printers has been able to satisfy 
us that he can do the job adequately. 
Conferences are now in progress with
the present printer, as a result of which 
it is hoped that costs may be further 
reduced by at least $8,000 per year 
through more efficient procedures, elimi­
nation of the more costly operations, etc. 
The present intention is not to reduce 
the quality of printing in any respect, 
though attention is invited to the fact 
that prudence may ultimately demand the 
sacrifice of some minor luxuries in format 
and printing. Our position is the same 
as virtually every other publisher in the 
matter of rising costs.
Editorial research is being carried on 
for the second year by the Eastman 
Research organization. Their findings 
are used by the editorial staff as an indi­
cation of reader reaction. The most re­
cent survey completed was September
1947. While this survey is too lengthy 
to be summarized here, it is worth noting 
that reader interest in the September 
issue had jumped nearly 40 per cent over 
the previous April. A third survey is 
being made on the April 1948 issue.
The committee feels that The Journal 
of Accountancy is one of the outstand­
ing assets of the Institute. It is the fore­
most publication in the field of account­
ing in the United States, and the fact 
that it is owned by the organization rep­
resenting that profession is a unique ad­
vantage not enjoyed in most other coun­
tries. The prestige of the profession is 
therefore bound up with the prestige 
and success of The Journal. We believe 
our primary purpose should be to keep 
it the leader in its field, and that success 
in this endeavor will best serve the long 
range purposes of the Institute. There­
fore the pages of The Journal must be 
kept open as a forum in which the prog­
ress and development of accounting may 
be observed, even though the articles ap­
pearing in it are not always in strict 
accordance with the policies of the In­
stitute or the views of the profession. 
This is the aspect of freedom of the 
press which applies particularly to The 
Journal. However, there is no reason 
why this publication should not be used
Committee on Membership
to advance the interests of the profession 
so long as that use is not abused to the 
point where the general and widespread 
usefulness of The Journal is impaired.
We believe there can be no doubt that 
The Journal has shown great improve­
ment during recent years in all respects: 
circulation, coverage, style, format, and 
quality of content. The editorial staff has 
set high standards, and is constantly try­
ing to better them. The volume of mate­
rial on hand available for publication has 
increased substantially, but the need for 
more first-rate material is always present. 
It will be helpful if the members of the 
Institute realize the extent to which The 
Journal is their own, take an interest in
85
it, contribute articles, suggestions, and 
reactions, and recommend it to their 
friends. The committee and the editorial 
staff stand ready at all times to assist 
and cooperate with members in these 
activities.
Respectfully submitted,
Edward B. Wilcox, Chairman 
Marquis G. Eaton 
Russell H. Hassler 
Joel Hunter, Jr.
J. K. Lasser 
Alden C. Smith 
Donald L. Trouant
April 29, 1948.
COMMITTEE ON MEMBERSHIP
To the Council of the
American Institute of Accountants :
Gentlemen : One of the purposes of 
the Institute as set forth in the by-laws 
is “to unite the accountancy profession 
of the United States.” Through the years, 
the Institute’s committees on member­
ship have made a continuing effort to 
have a personal invitation extended to 
every well-qualified certified public ac­
countant, to apply for admission to the 
Institute. Through this conservative pro­
cedure, conducted without campaigns or 
membership drives, a strong membership 
has been built. Largely through the efforts 
of the one hundred seventy-one members 
of the committee on membership, 971 ap­
plications were received during the period, 
September 1, 1947, through March 31, 
1948, compared with a total of 622 appli­
cations received for a comparable period 
in the previous year. The detailed pro­
cedure that is followed by the membership 
committee has been reported on many 
times in the past, and will not be described 
in this report.
The committee does, however, wish to 
solicit the wholehearted assistance of 
every member of the Institute in reach­
ing certified public accountants who 
should be extended an invitation to apply 
for admission.
The changes in membership from Sep­
tember 1, 1947, to March 31, 1948, are 
as follows:
Membership, September 1, 1947.. 10,954 
Changes:
Admitted ...................
Reinstated .................
.... 921 
.... 16 937
Resigned ................... .... 80
11,891
Dropped ..................... .... 104
Deceased ................... .... 48
Expelled ..................... .... —
Suspended .................
   
.... — 232
 
Membership, March 31, 1948.... 11,659
Respectfully submitted,
Jay A. Phillips, Chairman
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COMMITTEE ON BY-LAWS
To the Council of the
American Institute of Accountants :
Gentlemen: Your committee on by­
laws submits the following proposals for 
amendment of the present by-laws of the 
American Institute of Accountants which 
it plans to submit to the membership at 
the next meeting, such proposals to be 
forwarded to the membership with the 
call for the annual meeting:
Proposal No. 1. The purpose of the 
following proposed amendments is to give 
effect to the following resolutions adopted 
at the meeting of council held at Miami 
Beach, Florida, on November 3, 1947:
“Whereas, As a result of the recent 
amendment of the by-laws of the 
Institute by which presidents of the 
various state societies are now made 
members of the council of the Insti­
tute; and
“Whereas, The various problems which 
have been considered in the Advisory 
Council of State Society Presidents 
are also considered by the council of 
the Institute, and
“Whereas, It is now felt that the con­
sideration of these problems by each 
body, the Advisory Council and the 
council of the Institute, is a dupli­
cation of effort which should be 
eliminated;
“Therefore, be it resolved, That the 
Advisory Council of State Society 
Presidents be discontinued.”
Therefore we propose the following:
1. Delete the entire Article XIV as 
now stated since it now serves no useful 
purpose.
2. Renumber the present Article XV as 
Article XIV.
Proposal No. 2. The purpose of the 
following proposed amendments is to pro­
vide additional necessary changes to bring 
the by-laws into conformity with the 
amendments which created the trial board 
as adopted by mail ballot on January 20,
1948. Therefore we propose the follow­
ing:
1. Amend Article V, Section 1 by 
inserting the words “by the trial board” 
in place of the last three words of this 
section which at present read “by the 
council”.
2. Amend Article V, Section 4 by 
inserting “by the trial board” in place 
of “by the council sitting as a trial board”.
3. Amend Article V, Section 4(d) by 
inserting “by the trial board” in place of 
“by the council”.
4. Amend Article V, Section 4(f) by 
inserting “of any state, territory, or ter­
ritorial possession” in place of “of any 
state or territory”.
5. Amend Article V, Section 4(g) by 
inserting “of any state, territory, or ter­
ritorial possession” in place of “of any 
state or territory”.
6. Amend Article V, Section 5 to read 
as follows:
“A member shall be expelled if the 
trial board finds by a majority vote 
of the members present and entitled 
to vote that he has been convicted 
of a felony or other crime or mis­
demeanor involving moral turpitude. 
If in such case the conviction shall 
be reversed by a higher court, such 
member may request reinstatement 
and such request shall be referred to 
the committee on professional ethics 
which, after investigating all related 
circumstances, shall report the mat­
ter to the trial board with the com­
mittee’s recommendation, whereupon 
the trial board may by a majority 
vote of the members present and 
entitled to vote reinstate said mem­
ber.”
7. Amend Article VIII, Section 4, by 
striking out the words “discipline of 
members”.
Other Matters Considered
At the annual meeting of the Institute 
action was taken referring to this com­
mittee for study “certain proposals for 
possible amendment of Article XV of the 
by-laws whereby it would be made more
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easy to present to the members by mail 
ballot proposed changes in by-laws either 
as submitted by the committee on by-laws, 
or by petition of members.”
We have given careful consideration 
to this matter through an extended cor­
respondence between the members of the 
committee, but at this time have not yet 
come to any definite conclusion from 
which we can make specific proposals.
The specific suggestions which we now 
have under consideration are as follows:
1. One committee member has suggested 
that we delete from the present by­
laws the provision wherein an amend­
ment may be proposed at the time of 
the meeting without prior notice to 
the members, providing a majority of 
the members present consent to its 
consideration.
One committee member concurs with 
this change with certain qualifications 
as noted under suggestion 2.
Two committee members concur only 
to the extent that in their opinion 
provision should be made that a pro­
posed by-law change could be pre­
sented at the time of the meeting 
without prior notice only if unanimous 
consent was given by the members 
present. This would take care of 
certain emergency proposals which 
had not been made prior to the time 
of the meeting.
One committee member has not ex­
pressed an opinion on this suggestion.
2. One committee member has suggested 
that we change the present by-law 
provision wherein a vote of at least 
two-thirds of the members present in 
person, or by proxy is required, before 
a proposed amendment is submitted, 
to read only “a majority of those 
present”. And he has further sug­
gested that the use of proxies be 
eliminated.
Two committee members concur in 
this suggestion but do not wish to 
eliminate the use of proxies.
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One committee member is disposed to 
“leave by-law as written but would 
not seriously oppose change to a ma­
jority vote”. This member is also 
opposed to the elimination of proxies.
One committee member is in favor of 
this suggestion, including the use of 
proxies, provided no proposed amend­
ments may be proposed at the time of 
the meeting, as noted in suggestion 1 
but he would retain the 2/3 rule with­
out the use of proxies if amendments 
could be proposed at the time of the 
meeting, as provided for under the 
present by-laws.
3. One committee member has suggested 
that we eliminate the use of proxies 
in voting on any amendments to by- 
laws.
One committee member is consider­
ably in favor of this change if the 2/3 
rule is retained as noted under sug­
gestion 2.
Three committee members are op­
posed to the elimination of proxies.
The chairman of your committee has 
received, too late for consideration by 
the committee at this time, a proposal for 
two changes in the by-laws. This pro­
posal has come from William R. Winn 
of Williamsport, Pennsylvania, and may 
be summarized as follows:
1. A proposal similar in nature to that 
which was defeated at the annual 
meeting November 4, 1947, providing 
for a change of name of “The Amer­
ican Institute of Accountants” to 
“American Institute of Certified Pub­
lic Accountants”.
2. A proposal which would change the 
present Article XV to provide for the 
elimination of proxies in voting on 
by-law amendments and would also 
provide that “in the event that any 
proposal to amend the by-laws is 
signed by more than ten per cent of 
the membership, such proposal shall
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be submitted to all of the members of 
the Institute for a vote by mail with­
out first having received the approval 
of the members present at an annual 
meeting”.
Your committee would gladly entertain 
opinions on the subjects mentioned above 
which council may wish to express and 
which would aid us in bringing in our
final report prior to the fall meeting.
Respectfully submitted,
Charles W. Hatter, Chairman 
Clem W. Collins 
Charles A. Hoyler 
Coleburke Lyons 
Karl K. Morris
April 30. 1948.
